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e STREAMLINE PAPER WORK 
e CUT DOWN ON ERRORS AND OMISSIONS 
e CUT COSTS AND INCREASE EFFICIENCY 


Office automation is no fearsome “bogie”... 
but a beneficial, easy-to-manage aid to modern 
business. A key to automation is Private Wire 
Teletype which provides the interconnecting 
link between all standard business automation 
machines using common language tape. 

Your CP-CN communication specialist will be 
glad to explain the many advantages of 

PW Teletype and its application to your office 
automation programme. Just call your 

nearest Telegraph office. 


CP-CN Telecommunications serve all Canada 
++. and are linked with Western Union 
for Canada-U.S.A. PW Service. 
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HERE’S HOW... 


uses ADP to speed its orders, 


invoices and reports 


The Company’s previous order-proc- 
essing system was slow because of 
a large number of manual opera- 
tions. Automated Data Processing 
produced a fast-moving and accu- 
rate system built around Flexo- 
writers, tapes with necessary codes, 
and Moore forms. 








Master tapes furnish the constant 
information for each Order. As each 
Production Order is typed, another 
cable-connected Flexowriter pre- 
pares a Route Ticket. Simultane- 
ously, a tape is punched (as a by- 
product) and is used to feed data 


to still another Flexowriter for an 
invoice-typing operation. This also 
produces a statistical tape, the 
starting point for sales analyses, 
salesmen’s statements, and other 
statistical reports. 


See @¢@e¢egeedsgcee@eesedcedsde ses 


The system has eliminated delays, 
key-punching (and verifying) and 
manual typing of invoices. Control 
and quick information are positive 
assets. The Moore man helped in 
the design and construction of 
Moore Marginal Punched Continu- 
ous Forms to fit the ADP system: 
an 8-part Production Order; a 13- 
part Route Ticket; a 7-part Invoice. 


If you would like to read the 
details in this booklet, write on 
your Company letterhead to the 
Moore office nearest you. 


MOORE BUSINESS FORMS 
Division of Moore Corporation, Limited + A Canadian Company Ltd 


856 St. James St. West 7 Goddard Avenue 711 Erin Street 296-12th Avenue East 
MONTREAL TORONTO 15 WINNIPEG VANCOUVER 


Since 1882 the world’s largest manufacturer of business forms and systems. Over 300 
Offices and factories throughout Canada, U.S., Mexico, Caribbean and Central America. 








Government of Canada Bonds 






and Treasury Bills 





Provincial and Municipal Bonds 
Public Utility 
and 


Industrial Financing 









Orders accepted for execution on all stock exchanges 





Domruon Securities Grepn. Limrrep 
Established 1901 
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The 1957-58 edition of the Directory of Canadian Chartered 
Accountants is now off the press. To be sure of getting your copy 
of this 300-page book, place your order today. 


$3.00 to members 
6.00 to others 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East Toronto 5, Ontario 
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“With NATIONAL, same 
staff handles 30%-40% 
more business’’ 


Says J. Vanderspek, General Manager, Public Freightways Ltd., 
Vancouver, B.C. 


“Just a year ago, we installed one National “32” Bookkeeping 
Machine and two National “158” Posting Machines. At this time, 
we'd like to tell you how pleased we are with the results. 

The National “32”, with one girl operating, handles all records 
but billing—nine operations in all. The two “158” machines easily 
do up to 15,000 invoices per month. 

Since installing these machines, we have ended late postings. 
Our monthly notices are out by the 15th of the following month 
. . . bi-monthly bills within three days of closing. 

We now handle 30-40% more business than before, and can 
handle an additional 30% —all without any appreciable increase 
in our original staff. 

As you can see, were very pleased with National. Both the 
machines and service have been excellent in every respect.” 

Find out what National can do for your business. Contact 
the National representative listed in the yellow pages under 
ACCOUNTING MACHINES: NATIONAL. 
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CASH REGISTERS ADDING MACHINES 
ACCOUNTING MACHINES 





THE NATIONAL CASH REGISTER 
COMPANY OF CANADA LIMITED 
Head Office: Toronto. 

Sales Offices in 
Principal Cities. 












RETIREMENT 
FUND 


SECURITY 


FOR 


professional 
war 


AND 


BUSINESS 


PROPRIETORS 


MONTREAL PRUS1 













Tue 1957 Federal Budget 
amended the Income Tax Act to 
provide certain income tax con- 
cessions to the self-employed in 
the setting up of retirement funds, 


Montreal Trust Company offers 
a convenient, flexible plan within 
the terms of the new legislation. 
Options under the Plan are avail- 
able to offset effects of possible 
inflation. 


MONTREAL 
TRUST COMPANY 
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A booklet giving full informa- 
tion about our new Retirement 
Savings Plan may be obtained at 
any branch of The Royal Bank 
of Canada. You may also make 
arrangements to participate in 
this Retirement Savings Plan 
through any branch of The Royal 
Bank of Canada. 


































No Typing! 
No Transcription 
Errors! 


No Proofreading 
and Staff Checking! 


No Messy 
Carbons! 


No Extra Help 
Needed During 
Tax Season! 








Copyflex Desktop Model 
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Now you can greatly reduce your tax season workload 
and clerical costs by using Copyflex copying machines 
to eliminate typing and proofreading bottlenecks. 
Here’s how the remarkable Copyflex method works: 

You start with translucent tax return and schedule 
forms, identical with standard forms but printed on 
one side only. Fill in these forms as usual with pen, Originals per 
pencil, or typewriter. Then make any number of sharp 
copies in seconds—at a cost for materials of approx- 
imately a penny for each 81/2 x 11” size. There’s no 
chance for transcription errors, no need for costly 


checking and retyping—if the work is right, the 
copies must be correct! 
Anyone can operate a Copyflex machine... no B R U N / N G 


special operator is needed. And, in the average pyHex 







y letter “size 
hour, 





accounting firm, a Copyflex machine pays for itself in 


: one tax season. Moreover, Copyflex can be used the Copies enytbliieiveed, sation, 
year around for audit reports, monthly financial printed, or drawn on ordinary 
statements, and for many other reports. translucent paper—in seconds 


CHARLES BRUNING COMPANY (Canada) Ltd. 
















McLeop, You NG, WEIR & COMPANY 


Members of The Investment Dealers’ Association of Canada 


DEALERS IN 
GOVERNMENT, MUNICIPAL AND 
CORPORATION SECURITIES 






Direct private wires to Montreal, Ottawa, Hamilton 
London, Kitchener, Winnipeg, Calgary, Vancouver, 
and The First Boston Corporation, New York 


Stock orders executed on all Exchanges 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 HArbour 4261 
Ottawa Winnipeg London Vancouver Hamilton Calgary 


Kitchener Quebec Sherbrooke Windsor Edmonton New York 
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QUICK PICTURE: 


You will find, in our monthly on trade, industry and finance, 
Commercial Letter, a quick but authoritative articles on special 
accurate survey of current com- aspects of Canada’s economy. 
mercial activities in Canada, a Your local manager will gladly 
concise review of foreign trade lace your name on our mailing 
developments, the latest statistics fist, or just write to: 


THE CANADIAN BANK OF COMMERCE 
HEAD OFFICE e TORONTO 
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J. H. GOUGH, C.A. (page 427) 


In this age of the electronic com- 
puter it may seem unusual for an ac- 
counting journal to publish an article 
on “The Slide Rule”, but John H. 
Gough is convinced that it is a most 
useful tool for accountants and he has 
gone a long way to satisfying the Edi- 
tors on the merits of his case. “It is 
well worth the effort required to learn 
how to use it”, he told the Editors, 
“particularly during a company bud- 
get period and in calculating interest 
in employees’ credit union opera- 
tions.” He feels that mastery of the 
slide rule cannot be obtained through 
mere idle curiosity but, in the auth- 
or’s own words, requires “practice, pa- 
tience and determination”. 

Mr. Gough is comptroller of Cana- 
dian Aviation Electronics Limited, 
Montreal. Formerly with Price 
Waterhouse & Company, he is a 
member of the Institute of Char- 
tered Accountants of Quebec. A 
previous article on “Streamlining the 
Preparation of Expense Accounts” by 
the same author appeared in The 
Canadian Chartered Accountant, 
August 1956. 


GUY W. SMITH, F.C.A. (page 420) 


Today’s high cost of newspaper op- 
erations, vulnerable with high volume 
and relatively fixed payroll and raw 
material costs, requires a particularly 
efficient system of internal control. 
The challenge to the newspaper ac- 
counting officer is to make sure that 
all revenues, derived primarily from 
advertising and circulation, are prop- 
erly recorded and that management 
can effectively control its operations 
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through sufficient detailed informa- 
tion on expenses which are analyzed 
by account classification. Thus “Ac- 
counting for the Newspaper Industry” 
emerges as a guide to those con- 
cerned with newspaper operations 
and who are forced to meet the com- 
plex problems with which the indus- 
try is continually faced. 


The author, Guy W. Smith, has had 
over 35 years experience in news- 
paper accounting and auditing. He 
is a member of the Institute of Chart- 
ered Accountants of Ontario, the So- 
ciety of Industrial and Cost Account- 
ants and a member of the Public Ac- 
countants Council of Ontario. Since 
1926 he has been a partner in the firm 
of Gunn, Roberts & Company, To- 
ronto. He has served as a past presi- 
dent of the Institute of Chartered 
Accountants of Ontario and of the 
Public Accountants Council of On- 
tario. He joined his present firm 40 
years ago. : 


ALAN W. MORETON, C.A. (page 443) 


Doctors are the first group of self- 
employed professional men to register 
their own pension plan — a plan that 
takes advantage of this year’s new 
tax exemption on retirement savings 
for the self-employed. It should, 
therefore, be of interest to readers, 
particularly members of the account- 
ing and legal professions, who spear- 
headed the effort to obtain this type 
of legislation, to know something 
about the details of the plan: In his 
article “Registered Retirement Sav- 
ings Plans”, Alan W. Moreton high- 
lights some of the more important 
aspects of the medical scheme which 
covers an annuity feature adminis- 
tered by a life insurance company 
and a common stock investment fund 
administered by a trust company. 
The author says that while this may 
turn out to be a typical group retire- 


ment savings plan, there is plenty of 
Continued on page 402 
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What’s all 
the excitement 
in the 

front office? 





A demonstration of the amazing new Marchant Deci* Magic 
... the calculator that ends decimal-point errors 


The figure boys in this firm have every right to be excited about this new 
calculator that banishes decimal-point doubt, that ends decimal-point 
errors... forever. 

The Marchant Deci- Magic is the world’s first and only calculator to auto- 
matically set decimals in the keyboard and all dials. Touching one key one 
time guarantees correct decimals throughout a problem and inthe answer. 

This positive protection, plus many other exclusive advanced features, 
makes Deci-Magic the most accurate, the easiest calculator to use ever 
built. No wonder this firm’s calculator users asked to see it perform on 
their own figurework...no wonder they’re excited! 


See What Deci-Magic Can Do For You— Mail This Coupon Today 


MARCHANT CALCULATORS, itp. 


26 DUNCAN ST., TORONTO 2-8, ONT. 






MARCHANT CALCULATORS, LTD. 
26 DUNCAN ST., TORONTO 2-B, ONT. 
(0 You may have the Marchant Man arrange to —- 


strate a Deci-Magic calculator on our own figurework. 
Absolutely no obligation on our part. 


(J Please send me free descriptive literature on Mar- 
chant calculators. A-11 


NEW AUTOMATIC MARCHANT DECI * MAGIC 
NAME 


Modern Management Counts on Marchant Please attach coupon to your company letterhead 


401 





Ease rea [he 


Vd = hh Aa ea 





Complete RECORDS in Record Time! 


Multi-Rite 


PEGBOARD ACCOUNTING 


@ PAYROLL 
@ ACCOUNTS RECEIVABLE 
@ ACCOUNTS PAYABLE 


In recommending Multi-Rite Pegboard 
Accounting Systems, you are suggesting a 
record keeping method that anyone can use, 
—will give complete records for government 
or internal statistical needs, save 2/3 of staff 
time. 


For illustrated literature or demonstration call— 
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OFFICE SUPPLIES ~ PRINTING ~ BUSINESS FURNITURE 


33 Green Belt Dr., Don Mills, Toronto 
Hickory 4-6671 











Bank 


Confirmation 






Forms 






Blank, per 100 
Imprinted (minimum 






Per 100, additional, 
ordered at same 
time 





$3.50 
Postage or express collect 


THE 
CANADIAN INSTITUTE OF 
CHARTERED ACCOUNTANTS 
69 Bloor Street East 
Toronto 5, Ontario 
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Continued from page 400 


scope for designing distinctive plans 
for those facing individual circum- 
stances. 

Mr. Moreton is a partner in the 
Toronto office of George A. Touche 
& Co., with whom he has been asso- 
ciated for the past 20 years. He is a 
member of the Institutes of Chartered 
Accountants of Ontario and British 
Columbia. 


C. L. MITCHELL, C.A. (page 447) 


While the intermediate and final 
examinations for entering chartered 
accountancy in Canada are now uni- 
form, education and training re- 
main, for the most part, a provincial 
affair. Four years ago the Institute 
of Chartered Accountants of British 
Columbia, in cooperation with the 
University of the province, began an 
experiment in education and training 
whereby a student entering the pro- 
fession might combine practical ex- 
perience and university life in such a 
way as to appreciate the advantages 
and derive the greatest benefit from 
both. In “Technical Training and 
Study Combined — A New Ap- 
proach”, C. Lindsay Mitchell explains 
the reasons for introducing the plan, 
details the program itself and consid- 
ers its favourable and unfavourable 
characteristics. He concludes with 
the progress made up to the present 
time. 

Mr. Mitchell is assistant professor 
of accounting in the Faculty of Com- 
merce and Business Administration at 
the University of British Columbia. 
He obtained his certificate in charter- 
ed accountancy in 1949 and is a mem- 
ber of the Institute of Chartered Ac- 
countants of Ontario and British 
Columbia. Keenly interested in edu- 
cational matters, he has served on 
various education committees of the 
B.C. Institute, the Institute of Intern- 
al Auditors and the Society of Indus- 
trial and Cost Accountants. 


Continued on page 404 
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Canada’s first real money was 


issued by the B of M, which B ANK OF 


printed its own bills and later 


circulated itsown copper tokens, M ONTREAL 


Greenshields & CoInc Greenshields & Co 


Underwriters and Distributors Members Montreal Stock Exchange 
The Toronto Stock Exchange 


Q; 
Cenadian Security Issuez Canadian Stock Exchange 


Montreal Ottawa Quebec Sherbrooke Toronto New York 








Continued from page #02 
L. G. MACPHERSON, F.C.A. (page 413) 


In “The Internal Auditor”, Law- 
rence G. Macpherson deals effectively 
with the scope and status of the in- 
ternal auditor and compares 
with those of the external auditor. 
While the author recommends a well 
integrated control, he says that if a 
choice has to be made, the emphasis 
on the internal auditor’s work should 
be placed on protective rather than 
on the constructive functions which 
he proceeds to define. This paper 
was presented at the recent Interna- 
tional Congress of Accountants in 
Amsterdam which Mr. Macpherson 
attended. 

Mr. Macpherson is director of re- 
search for the Canadian Institute of 
Chartered Accountants and editor of 
the Accounting Research Department 
of this journal. He is a partner in 
the firm of England, Leonard, Mac- 
pherson & Company, of Kingston and 
professor at the School of Commerce 
and Administration, Queen’s Univer- 


sity. 


69 Bloor Street East, 
Toronto 5, Canada. 


Please send postpaid: 


Canada” 
Enclosed is a remittance of $ 
NAME 
ADDRESS 


ORDER FORM 
The Canadian Institute of Chartered Accountants, 


copies of “Financial Reporting, Second Edition, 1957” 


copies of “Integrated and Electronic Data Processing in 


EDITORIAL (page 411) 

Probably the best test of the valid- 
ity of an accounting principle lies 
in its so-called “general acceptabil- 
ity”. There are two main ways of 
attaining this: through pronounce- 
ments by the Canadian Institute of 
Chartered Accountants and other 
accounting bodies and as a result of 
day-to-day usage which, over a long 
period of time, reaches the status 
of general acceptability by account- 
ants and the various bodies to which 
they belong. The editorial in this 
issue by John R. M. Wilson deals 
with the subject and the author de- 
scribes the meaning and significance 
of accounting principles. 


Mr. Wilson is past president of the 
Institute of Chartered Accountants of 
Ontario and a partner in the firm of 
Clarkson, Gordon & Company, To- 
ronto. He is a member of the 
editorial sub-committee and is cur- 
rently chairman of the Canadian In- 
stitute’s 1957-58 annual meeting com- 
mittee. 
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TWO NEW PUBLICATIONS 


to help 


ACCOUNTANTS and BUSINESS EXECUTIVES 
in their work 






FINANCIAL 
REPORTING 
IN CANADA 


Second Edition, 1957 
Price: $4.00 to members; $5.00 to others 
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@ This new, enlarged 1957 study will prove indispensable 
to every accountant and business executive who is 
concerned with the preparation of financial statements. 


@ More than 60 statistical tables and accompanying commentary analyze significant 
reporting trends since 1953 of 300 Canadian companies. 


@ Extensive coverage given to form and terminology in financial statements, the 
accounting treatment of specific items and the content of the auditor’s report. 


@ Particular emphasis placed on topics covered by the Canadian Institute’s ac- 
counting and auditing research bulletins. 


@ The first edition, issued in 1955, was a sell-out; this second edition, based on the 
same patterns, contains increased tables and commentary to provide more com- 
plete coverage of current accounting and financial reporting practices. 


4 Order form at foot of opposite page 













INTEGRATED AND 
ELECTRONIC DATA 
PROCESSING in Canada 


ae = Price $1.75; $1.50 for orders of 25 or more. 
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@ Valuable reading for all management personnel and practising accountants 
interested in the field of integrated data processing. 


@ Contains eight articles which were published last year in The Canadian Chartered 
Accountant — now brought together in a single volume. 


@ Covers integrated and electronic data processing equipment, procedures for 
auditing electronically produced records, program for evaluating E.D.P. possi- 
bilities in an organization, role of communications in I.D.P. Also studies a case 
history and surveys several Canadian companies which have recently “gone 
electronic”. 


4 Order form at foot of opposite page 
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New Publications 


A brochure entitled “Integrated 
and Electronic Data Processing in 
Canada” has just been issued by the 
Canadian Institute of Chartered Ac- 
countants. Containing a series of 
eight articles published in the past 
year in The Canadian Chartered Ac- 
countant, this booklet is intended for 
all management personnel interested 
in the field of integrated and elec- 
tronic data processing, including 
those who may be considering the in- 
stallation of an electronic computer. 
It is priced at $1.75 for single copies, 
$1.50 a copy for quantities of 25 or 
more. 


Expected early in November, as 
mentioned last month, is the release 
of “Financial Reporting in Canada, 
Second Edition, 1957”, which will sell 
at $4.00 to members, $5.00 to others. 


Special order forms for these two 
publications have been mailed to all 
the C.A. firms in Canada, as well as to 
300 leading companies. 

“Municipal Finance in Canada” is 
the title of another C.I.C.A. brochure 
now off the press. Likewise a series 
of articles reprinted from the maga- 
zine, it discusses the financial prin- 
ciples, practices and economics which 
broadly affect Canadian municipali- 
ties today and should be useful to 
both municipal auditors and adminis- 
trative officers. Single copies may be 
obtained at $1.25 each; the price on 
orders of 25 or more is $1.00 a copy. 


ENTS 
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C.1.C.A. Committees 

The Taxation Committee, under the 
chairmanship of H. E. Crate, will 
meet in Montreal on December 5 and 
6. Members of the committee are 
Rosaire Courtois, Montreal; P. S. Leg- 
gat, Montreal; J. P. Kinghorn, Mont- 
real; L. J. Smith, Toronto; R. W. E. 
Dilworth, Toronto; H. L. McMackin, 
Saint John; J. W. Abbott, Winnipeg. 

C. K. MacGillivray, chairman of 
the Magazine and Publications Com- 
mittee, announces the following ap- 
pointments to the committee: R. M. 
Parkinson, Toronto; J. C. Taylor, Lon- 
don; Marius Laliberte, Quebec City; 
L. J. Smith, Toronto; G. H. Peck, 
Montreal; R. E. Saunders, Toronto; 
H. E. Moffet, Montreal. 

Appointments to the Committee on 
Accounting and Auditing Research 
are: T. A. M. Hutchison, Toronto, 
chairman; H. P. Herington, Toronto; 
L. G. Macpherson, Kingston; H. I. 
Ross, Montreal; Marcel Caron, Mont- 
real; G. Y. Ormsby, Toronto; Paul 
Bruneau, Quebec City; D. F. C. Bur- 
ton, Halifax; H. N. Jordan, Toronto; 
D. J. Kelsey, Vancouver; W. J. Mc- 
Dougall, Ottawa; W. E. Clarke, Re- 
gina; Paul E. Courtois, Montreal; E. 
N. Wright, Winnipeg; E. A. Christen- 
son, Edmonton. 


Tax Savings for Individuals 

Full details on how the 1957 
amendment to the Income Tax Act 
concerning registered retirement sav- 


ings plans can benefit the taxpayer 
Continued on page 408 
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Keyed to people who count 


If any adding-subtracting machine ever looked, and performed, like a thoroughbred— 
well, we wager everyone who counts will agree—it’s this Burroughs Ten Key. 


Note the fresh beauty of design. Added speed and cushioned quiet operating ease, too, 
are inherent in the new “BalanceTouch” keyboard. Other new extras: minus amounts 
and credit balances printed in red, and totals that automatically pop right up where 
you can see them. And, of course, you get Burroughs dependable, quality- 

engineered performance year after year after year. So much so that this 

Ten Key literally pays for itself over and over and over again. 


Free trial? Just phone our nearest branch or dealer. Burroughs 
Adding Machine of Canada, Limited. Factory at Windsor, Ontario. 


“Burroughs” —Reg. TM. 


Burroughs Ten Key adding machina 
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Continued from page 460 

are outlined in a 10-page booklet is- 
sued as a public service by the Royal 
Trust Company. The booklet gives 
information on the types of plans 
available through such agencies as 
professional or trade associations, in- 
surance and trust companies, mutual 
funds, investment corporations and 
the government. Examples are set 
out to show the degree of tax saving 
possible. The booklet is available 
free of charge from any branch of 
The Royal Trust Company or Bank 
of Montreal. 


Per Capita Tax 

On a per capita basis, the tax rev- 
enue derived from every Canadian 
has increased almost 40 times since 


the turn of the century, rising from 
$3814 million in 1901 to over $41%4 
billion in 1957. In the same period 


the population of Canada has tripled, 
reports a study made by CCH Cana- 
dian Limited. The U.S. tax revenue 
has increased more than 100 times in 
the same period. 


Office Management Bibliography 
The 18th annual bibliography of 
books, magazine articles and pamph- 
lets dealing with office management 
subjects has been released by the Na- 
tional Office Management Associa- 
tion. Almost 1,600 books and articles 
under 37 major classifications are re- 
viewed. Copies, available from the 
Association, are $5.00 each. 


C.I.C.A. PRESIDENT AT AMSTERDAM CONGRESS 
Rapporteur of the session on “The Verification of the Existence of Assets”, at the Inter- 
national Congress of Accountants in Amsterdam in September, Mr. J. A. de Lalanne, 
C.I.C.A. president, is shown delivering his summary of the papers. The full text of Mr. 
de Lalanne’s paper will be published in the December issue of this journal. 
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PRODEETION 


Insurance 
protection 
is most 
important 
here 


ACCOUNTS 
44 N10 - 


When a shipment is made—title passes—and you create an account 
receivable. You are more certain of the end result—~PROFIT—when 
you protect accounts receivable with Credit Insurance. That’s why an 
increasing number of executives have decided that NO cycle of pro- 
‘tection is complete unless capital invested in accounts receivable is 
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What Do You Recommend ?... 


Year after year this single question seems to be asked us more 
frequently than any other. For an organization such as ours with 
broad experience and access to many markets, it should be easy to 
answer . . . it’s part of our business. And very often it is easy to 
answer . .. it’s easy when our client has taken us into his confidence 
... we know his aims, his objectives, his requirements. Together we 
work out a program to do what he wants done, and to the best of our 
ability, we see to it that our recommendations fill his particular bill. 


You see, we at Ames regard the investing of money as a pretty 
personal business. The personal requirements of our clients demand 
our personal care, thought and study. In many, many cases, the 
personal relationship is really a “professional” relationship, and a 
competent investment adviser no more has a “universal” investment 
recommendation than a competent medical adviser has a “universal” 
prescription. Short term government bonds won’t produce 5% 
income ... common stocks won’t protect a short term cash 
requirement. 


So... to get back to the question ... when we make an investment 
recommendation, we like to feel that it will meet the personal 
requirements of the individual. Experience has proved to us that a 
personal, confidential relationship between investor and investment 
adviser is the only sound basis for investment recommendations. 
This, of course, means personal service . . . the type of service which 
is available to our clients . . . available to you. You will be welcomed 
in any of our offices, or, if more convenient, we will be happy to 
discuss your personal investment program by mail. 








A. E. Ames & Co. 
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Editorial 


GENERALLY ACCEPTED PRINCIPLES OF ACCOUNTING 


THE RECENT revision of the first bulletin issued by the Accounting 
and Auditing Research Committee of the Canadian Institute of 
Chartered Accountants in 1946 reminds us that accounting principles 
are not static, but develop over the years as experience and the needs 
of the business community dictate. While this is accepted as a truism 
by the accounting profession, it is certainly not understood by all gen- 
eral readers of accounting documents, many of whom assume initially 
a meaning for the word “principles” which is not intended. When 
they subsequently discover that accounting principles cannot be found 
in any one particular place nor have that high moral authority which 
they associate with the word “principle”, some have concluded that 
they do not really exist. 

The word “principle” is sometimes used in the meaning of a 
fundamental law. But principle is also used to mean a rule of gen- 
eral application and is so used in discussing such things as “prin- 
ciples of law” or “principles of economics”. This is the meaning — 
and the only meaning — that is implied by “principles of accounting”. 
They are not unchanging edicts like the Ten Commandments (which 
are the moral principles of our society) but are rules of general ap- 
plication within the field of accounting. And they certainly do exist. 

Over the past 20 or 25 years the accounting profession, in adapt- 
ing itself to changing requirements, has both defined more clearly 
and amplified the body of accounting principles with the result that 
these principles have assumed an importance to the practising ac- 
countant today which his predecessor would have found strange. 

Where, then, is this body of accounting principles to be found? 
First, they will be found or illustrated in the results of day-to-day 
decision making reflected in companies’ financial statements. Then 
again, they will be found in accounting literature, both in magazines 
and text books. But the clearest and most authoritative expositions 
come from the published bulletins of the various accounting bodies. 

The American Institute of Certified Public Accountants was the 
first body to give formal recognition to accounting principles and, 
in 1938, formed a Committee on Accounting Procedures authorized 
to publish accounting research bulletins. Since then, 48 bulletins 
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have been published. About two years after the American Institute’s 
Committee was set up, the English Institute undertook a similar re- 
sponsibility and from time to time it has issued bulletins on matters 
of interest to English accountants. Canada did not lag far behind. 
In 1945, the Canadian Institute of Chartered Accountants formed a 
Committee on Accounting and Auditing Research which, to date, has 
issued 14 bulletins. 

The first was published in 1946 and dealt with standards of dis- 
closure in annual financial statements. The standards suggested may 
not look very lofty compared to the information now being furnished 
to shareholders by most companies, but they were in advance of the 
practices of many companies at that time. The second bulletin dealt 
with financial statements and other matters relating to prospectuses. 
Together these first two bulletins can be considered as the Canadian 
profession’s contribution towards establishing what are appropriate 
standards of disclosure in financial statements submitted to share- 
holders and prospective investors. 

Three of the committee’s bulletins are in the field of auditing, the 
others deal with accounting matters. In some cases the bulletins have 
attempted to codify generally accepted accounting practices, (for 
example, Bulletins Nos. 4 and 5 which deal with the allowance for 
bad debts and the meaning of the term “cost” as used in inventory 
valuation). Two bulletins, Nos. 9 and 11, deal primarily with termin- 
ology, although a reading of them will show that it is impossible to 
discuss accounting terminology without moving into the field of ac- 
counting principles. The general acceptance by Canadian business 
of the recommendations in these latter two bulletins has done much 
to improve the readability of financial statements, to remove public 
misunderstanding of the words “Reserve” and “Surplus”, and to de- 
fine more sharply the meaning of those magic words “Net profit for 
the year”. 

Other bulletins have dealt with topical subjects and in such cases 
the committee has been primarily concerned with giving guidance on 
new matters where generally accepted accounting principles have not 
yet been developed. 

Except where recommendations are subsequently enshrined in 
Acts of Parliament or governmental rules and regulations, these 
statements have no authority other than general acceptability to the 
membership of the opinions they set out. But the very general ac- 
ceptance of these opinions by Canadian companies and their auditors 
show that this is a very real authority indeed. 

Most of us would surely agree that the development of these ac- 
counting principles has been beneficial to the continuance of our 
present economic system. For they are part and parcel of the honest 
means of communication which must be maintained if the public is 
to have confidence in the integrity of financial statements and in 
the management of the companies that issue them. 
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The Internal Auditor 


L. G. MACPHERSON 





As A RECOGNIZABLE business function, 
internal auditing is a very modern 
development. While its roots reach 
back at least to the efforts of feudal 
lords to confirm the accounts of their 
agents, the form and status of internal 
auditing received their first public 
recognition upon incorporation of the 
Institute of Internal Auditors in New 
York in 1941. 

Subsequent developments in inter- 
nal auditing have been so rapid that 
it is difficult today to mark its 
boundaries. Some writers seem to 
suggest that internal auditing em- 
braces the whole field of business op- 
eration, while some cautiously believe 
that it should be confined to the tradi- 
tional auditing function. 


Protection, Verification, Consultation 


A reasonable approach to the nature 
of internal auditing emphasizes the 
two aspects of protection and verifi- 
cation, to which a third, the advisory 
function, is often added. 

The importance of verification as 
the earliest function of the company- 
employed auditor is suggested by the 
work of the 19th century railway 
auditor who checked ticket agents’ 





sales reports and stocks of tickets, 
and by the system of bank inspection 
which has long been a significant 
factor in branch banking. The internal 
auditing of branch banks has develop- 
ed to such a highly efficient operation 
that shareholders’ auditors of Can- 
adian banks are able to devote most 
of their attention to head office re- 
cords. An examination of the very 
large branches and possibly a few 
smaller branches, together with the 
work of the bank inspection staff, pro- 
vides an adequate review of branch 
affairs. 


The function of protection is insep- 
arable from the function of verifica- 
tion unless the latter is looked upon 
merely as a matter of clerical proof of 
accuracy. Checking, however, is not 
carried on for its own sake, but for the 
results that it will help to obtain, and 
the chief of these is that of safeguard- 
ing the company’s assets and, in a 
broader sense, their proper use and 
disposition. 

Here we have a natural environ- 
ment for great expansion of the in- 
ternal auditor's responsibilities, since 
the broad protective function, em- 
bracing much more than accounting 
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accuracy, may reach out to every part 
of the business operation. 

The protective activities in any en- 
terprise are related to the problems 
of planning, organization and meth- 
ods. Governmental bodies have estab- 
lished organization and methods sec- 
tions to perform important functions 
of investigation, consultation, plan- 
ning and advice. Similar sections 
have been set up as methods divisions 
in some firms of public accountants. 
Industry relies for this service not 
only upon its executive officers but 
also upon external management con- 
sultants. 

The developments which have been 
traced present a number of questions 
concerning the function and status of 
the internal auditor, including his 
status within the company, the desir- 
able degree of independence, the 
scope of his duties and _responsi- 
bilities, and the relations of the in- 
ternal auditor to the external auditor. 
These questions have all received 
such able attention at conferences and 
in the literature of internal auditing, 
that one might think that any further 
comments would reflect either temer- 
ity or brilliance. The task, however, 
has been undertaken in the humble 
belief that discussion of auditing and 
accounting subjects at an international 
congress is bound to advance mutual 
understanding of an increasingly com- 
plex field, and to that end neither an 
excess of courage nor the talents of 
a. genius need be sought. 


Status and Independence 

Much has been said and written on 
the subject of the auditor’s independ- 
ence. Independence is relative, not 
absolute. It is a function of the men- 
tal attitude of the individual con- 
cerned, influenced probably by his 
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personal economic situation and the 
social relationships involved. 


Professional independence is such 
an important attribute of public ac- 
counting that the idea of independ- 
ence carries over inevitably into the 
theory of internal auditing. The in- 
ternal auditor cannot, however, attain 
the degree of independence in his op- 
erations that is characteristic of the 
shareholders’ auditor. Top manage- 
ment would surely be in an unenvi- 
able position if a company employee, 
located somewhat lower on the organ- 
ization chart, reported independently 
to the shareholders. The unlucky em- 
ployee designated as internal auditor 
in such an arrangement would find his 
position wholly untenable unless he 
confined his attention strictly to 
routine matters. Soon the conclusion 
would be reached that the more in- 
dependent the internal auditor might 
be in his relationship to top manage- 
ment, the less valuable would he be 
to that management. 


Nevertheless, a psychic independ- 
ence is vital to the auditing process, 
and should be supported by suitable 
status within the organization. It is 
appropriate to expect, in the internal 
auditing, an independence with re- 
spect to audits of operations at all 
levels below but not at levels above 
the organizational status of the audit 
department. The degree to which the 
internal audit will facilitate the share- 
holders’ audit will bear a close rela- 
tionship to the internal auditor’s in- 
dependence of the departments sub- 
ject to the internal review. In terms 
of general organization, this means 
that the audit section should not be 
part of the accounting department. 
It may well be part of the staff of 
the chief financial officer, if the latter 
is a senior executive and a member of 
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THE INTERNAL AUDITOR 


the management committee. In terms 
of operations, it means that manage- 
ment should not allow audit staff to 
be substituted for accounting staff in 
temporary situations without recog- 
nizing the correspond‘ng loss of in- 
dependence and, in cunsequence, the 
reduction in reliance to be placed on 
the internal audit by the external 
auditor and by management itself. 


In each case the external auditor 
tries to evaluate the independence of 
the internal auditor with respect to 
each department separately, knowing 
that it will vary according to the plan 
of organization and according to the 
degree to which the audit staff has 
actually participated in the work of 
the various departments by supply- 
ing temporary help, by originating en- 
tries, and so on. The significance of 
the internal audit as a part of the 
internal control will be measured to a 
considerable degree by this evalua- 
tion. 


An External View 


Some observers have made a dis- 
tinction between the protective func- 
tions and the constructive functions of 
the internal auditor. The protective 
responsibilities are those related to the 
control of assets, authority for expen- 
ditures, adherence to established 
policy, and acceptability of accounts 
and reports, while the constructive 
functions include the critical evalua- 
tion of policies, techniques and _per- 
formance with recommendations for 
improvement and correction. A well 
developed internal audit will inte- 
grate the two types of functions, but 
if a choice must be made between 
them, the emphasis should be placed 
on the protective aspects, since occa- 
sional employment of the specialized 
services of management consultants 
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can provide good doses of critical 
evaluation. 


The protective functions direct the 
internal auditor’s attention to the 
quality of the whole system of in- 
ternal control. He should be expert 
in the methods of internal control, and 
knowledgeable as to his company’s 
control procedures. His examinations 
and reports should stress the import- 
ance of the separation of operating 
responsibilities, custody of assets and 
initiation of transactions from the re- 
cording and accounting aspects. He 
should be wholly familiar with the 
actual operation of the company’s sys- 
tem of built-in accounting controls 
known generally as the system of in- 
ternal check. 


Where the accounting is decentral- 
ized, as in many multiple unit enter- 
prises, an obvious need exists for con- 
stant review and direction as to con- 
sistency in the application of account- 
ing principles. Where the company 
employs integrated or electronic data 
processing methods, accompanied by 
centralized accounting, a continuous 
familiarity with the techniques and 
especially with the programming in 
use is essential. In every case, pro- 
ficiency in procedures and methods 
will contribute to accounting control, 
and in these matters the internal aud- 
itor should be an effective influence. 


The evaluation of procedures and 
methods often leads the internal aud- 
itor into a function similar to the sys- 
tematic “organization and methods” 
work already established in govern- 
mental services and in some business 
concerns. To a degree this as a cor- 
ollary of the protective function of 
the auditor, since conservation of as- 
sets includes their efficient use and 
the prevention of fraud, but beyond a 
point it will absorb the time of the in- 
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ternal auditor at the expense of the 
functions which warrant his title. In 
many instances, organization and 
methods services can be provided 
better by external practitioners with 
broad experience, and many public 
accounting firms now have methods 
divisions devoted to this work. 

From the viewpoint of the external 
auditor, any pronounced tendency on 
the part of the internal auditor to 
move from the protective function to- 
ward the advisory function and the 
appraisal of policy is regrettable. 
There is still a great need for the 
proof of accuracy and the application 
of accepted principles and _ policies, 
and the avoidance and detection of 
fraud and error. There is always a 
danger that the activities of the in- 
ternal auditor will penetrate so far 
into the advisory or so-called con- 
structive duties that he may be 
tempted to provide expert advice on 
the whole range of operations. He 
must then become an expert not only 
in accounting but in finance, procure- 
ment, production, warehousing, mar- 
keting, personnel administration and 
public relations. In other words, he 
would need to function as might a 
completely diversified management 
consulting group. The existence of 
such a superman, giving advice on 
every business activity, would surely 
distress top management and alarm 
the consulting specialists. 

The prime responsibility of internal 
auditing should be the maintenance 
of internal control. This of course in- 
cludes what is called the prevention 
of fraud, although no absolutely 
fraud-proof system is likely to be de- 
vised. The position of the chief finan- 
cial officer of any large company em- 
phasizes the importance of detection 
and prevention of fraud. He is de- 
pendent upon the internal auditor for 
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whatever information and sense of 
security he has with respect to the 
operation of the internal controls. The 
auditor who recognizes this relation- 
ship will accept not only the function 
of review and measurement of the 
application of company policy, but 
also the responsibility to advise and 
recommend with respect to defective 
control and the means of improve- 
ment. 


The Shareholders’ Auditor 
The shareholders’ auditor must 
form and express his independent 
opinion of the annual financial state- 
ments of the company. To do so he 
must, among other things, satisfy 
himself as to the reliability of the ac- 
counting records. An important part 
of this process is the investigation of 
the system of internal control, includ- 
ing any internal audit in operation. 
It is a well established principle 
that an external auditor may rely ex- 
tensively on the work of an internal 
audit department if, by review and 
appraisal of the operations of that de- 
partment, he has satisfied himself as 
to its effectiveness. He may, in his 
examination of the system of internal 
control, benefit from the internal 
auditor's knowledge of the system. 
He may focus his attention on parts 
determined by the reports and pro- 
gram of the internal auditor, but he 
must satisfy himself by tests and in- 
quiries that things are as they seem, 
and that the internal controls are op- 
erating as they are supposed to do. 
Audits by public accountants will 
never be compressed entirely into 
audits of internal audit departments 
even in the case of very large com- 
panies, although to some this might 
seem to be a logical result of certain 
current trends. There are, however, 
many ways in which an effective in- 
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THE INTERNAL AUDITOR 


ternal audit will assist the external 
auditor, especially in minimizing his 
examination and review of ordinary 
operations and transaction details, and 
to some extent in the balance sheet 
verifications, but these cannot elimi- 
nate the tests and examinations which 
are essential if he is to form an in- 
dependent professional opinion on the 
credibility of the representations of 
the company’s officers. 


Use of Internal Audit Staff 


The staff of a client cannot be al- 
located suitably to the duties of the 
external auditor. The clients’ staff will 
almost certainly lack appropriate in- 
doctrination and training, especially 
where the person is not part of the 
internal audit staff. There is likely 
to be a failure to switch viewpoints, 
and there is a danger of conflicting 
loyalties. But this does not bar the 
use of client staff to minimize the de- 
tail work. 

The internal audit staff can assist, 
for example, in the confirmation of re- 
ceivables either by rotating the sec- 
tions confirmed or by preparing the 
documents for mailing. It can par- 
ticipate in cash counts and in the 
observation of stock-taking procedures 
and can prepare required schedules 
and analyses with a skill and under- 
standing, based on its auditing ex- 
perience, which is not likely to be 
found in the accounting department. 

The great value of cooperation be- 
tween the internal auditor and the ex- 
ternal auditor is evident. It is almost 
painfully clear in some _ instances, 
where the external auditor does not 
share the internal auditor’s technical 
facility in the industry. Where, for 
example, the external auditor is veri- 
fying stock in trade he may find that 
personal contact with some products 
is useless, if not even dangerous, in 
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the absence of highly specialized skill, 
knowledge and judgment. This may 
be so in the case of isotope products, 
wholesale drugs, gas in storage wells, 
pulp wood in block piles, logs in 
booms, and specialized electronic in- 
struments. In some such cases there 
will be an understandable willingness 
to rely greatly on the internal auditor. 

An able internal auditor will be 
fully informed as to his company’s 
system of internal control and its 
effectiveness in operation. This may 
serve to shorten the usual process of 
review of internal check, if he is given 
the opportunity of conveying his 
knowledge to the shareholders’ aud- 
itor. Shareholders’ auditors who have 
found that the internal control ques- 
tionnaire can be a tedious and some- 
times exasperating device may re- 
store their faith in its usefulness by 
inviting the cooperation of the in- 
ternal auditor in its completion. This 
is to be preferred over an alternative 
method sometimes used, in which the 
internal auditor is blandly requested 
to supply a detailed description of 
the system of internal control in use. 
The auditor who recognizes that the 
control points in an extensive system 
mav be virtually innumerable will 
suffer a moment of consternation be- 
fore he decides that what is wanted 
is a complete copy of the company’s 
procedures manual. 

All of these possibilities of coopera- 
tion — in verifying cash, confirming 
receivables, examining stock in trade, 
surveying the system of internal con- 
trol, and preparing working papers — 
present valuable opportunities, but 
they are secondary to the most im- 
portant consequence of an internal 
audit insofar as its effect on the ex- 
ternal audit is concerned. That is the 
possibility of greatly reducing the 
shareholders’ auditor's attention to 
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transaction details, freeing him to de- 
vote reasonable time to the assets and 
liabilities, the analysis of operations, 
and the appraisal of the fairness of 
the financial statements. 


The external auditor cannot accept 
the work of the internal auditor as 
part of his own. He cannot merge the 
internal audit staff temporarily with 
and as his own. He cannot avoid re- 
sponsibility for satisfying himself as to 
the fairness of statements simply be- 
cause the internal auditor has re- 
ported a firm and clear opinion. 
Nevertheless, he can, by review and 
examination, assure himself of the 
attitude of independence of the inter- 
nal auditor at each level of operation. 
He can and should review the in- 
ternal auditor's completed program 
of work and his revorts. If conditions 
are favourable, he can come to his 
own substantiated opinion by a much 
shorter route and by a more special- 
ized examination than would other- 
wise be the case. 


Differences between External 
and Internal Auditor 


A few thoughts on the differences 
between the internal auditor and the 
external auditor, as to viewpoints and 
responsibilities, may be relevant to the 
possibilities of cooperation. 

The respective attitudes towards 
company policy and accounting prin- 
ciples on the part of internal and ex- 
ternal auditors serve as a good ex- 
ample of such differences. The in- 
ternal auditor must be concerned to 
see that company policy is followed 
even if that policy conflicts with ac- 
counting principles. He may of course 
make recommendations to change the 
policy, but failing success in such re- 
commendations, he has a responsibil- 
ity to see that the policy is followed 
regardless of the conflict. The exter- 
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nal auditor, on the other hand, is con- 
cerned with the application of ac- 
counting principles, even though com- 
pany policy may be opposed. The in- 
ternal auditor will report serious de- 
viation from company policy, whereas 
the external auditor will report seri- 
ous deviation from generally accepted 
accounting principles. 


Consider, also, the relative positions 
of the internal and external auditor in 
circumstances where the accounting 
treatment of certain material trans- 
actions is grossly objectionable. The 
internal auditor has no way of carry- 
ing his views beyond the level of man- 
agement to which he reports, but the 
external auditor must, as a matter of 
conscience and ethics, see that the 
matter is either adjusted or reported 
on, and his report, if he is serving as 
shareholders’ auditor, will become 
public to a degree. 


Another contrast is evident in the 
grounds for mutual interest in the 
effectiveness of internal control. The 
internal auditor is charged with the 
protection and conservation of the 
company’s assets, and an adequate 
system of internal control is the means 
of discharging that responsibility. The 
external auditor's concern with in- 
ternal control is in its bearing on the 
scope of his andit. In his view the 
extent and quality of internal control 
is a matter of decision by manage- 
ment. He may be prepared to advise, 
but when he does so he serves as a 
business consultant and not as au- 
ditor. 


Further differences in viewpoint 
may be found in the fact that, to 
the external auditor, the work of the 
internal auditor is a part of the whole 
system of internal control, while the 
internal auditor will view his own 
work largely as the employment of 
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THE INTERNAL AUDITOR 


audit procedures common to both in- 
ternal and external audits, including 
the review of internal check. 


Finally, there is a unique term used 
to describe an internal audit tech- 
nique. This is the word “perambula- 
tion”. However perambulation is not 
limited to internal auditing, for exter- 
nal auditors also indulge in the prac- 
tice of walking about and observing 
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ual respect and confidence, and with 
similar attitudes of mind and spirit, 
but from somewhat different view- 
points, are working toward the same 
ideals. Cynics avoid ideals but their 
recognition and acceptance appear in 
business leadership today. Ideals 
symbolize the objectives of those who 
look beyond selfish interests to the 
common good, and should mark the 


character of the professional in any 


things. This is just one more bit of 
field. 


evidence to show that internal aud- 
itors and external auditors, with mut- 


MEANING OF AUTOMATION 


In practice, automation has several meanings. It includes, for example, 
developments that are no more than advanced mechanisation-transfer ma- 
chines in engineering, many kinds of machinery for making finished goods, 
and mechanical equipment for handling and assembly. Machines of this 
kind are automatic in that they do the actual work on their own; the opera- 
tors only watch them and correct them when they go wrong. 

But automation can also mean automatic control of processes and ma- 
chinery, and this is a very different thing from mechanisation, though the 
two go together. Control is necessary in a vast number of processes in 
order to maintain the quality of a product when the operating conditions, 
such as temperature and pressure, change from time to time. In the past, 
human operators have usually noted the changes and made whatever ad- 
justments are necessary; but it is becoming possible in more and more 
processes for control to be exercised automatically by self-correcting mechan- 
isms. Where this happens the operators become merely supervisors, though 
they have more machinery to look after than before. 

Let me give two examples. In one factory, a British plant making 
building boards, the raw material is ground, dried, spread with a mixture of 
resin and hardener, laid out as a carpet, pressed, trimmed and sawn into 
lengths on one contintious machine which, once set to get the right results, is 
automatically controlled. 

In the other factory, a piston factory in Russia, the raw material is auto- 
matically melted, rough cast, and put into store until it is needed for ma- 
chining. Machining and transfer from machine to machine are also automa- 
tic from start to finish. The two production lines on each shift are operated 
by only ten workers! 


— From an address by C. J. Hatty, Minister of the 
Treasury, Southern Rhodesian Territorial Government, 
published in The Secretary, September 1957. 





Accounting for 


GUY W. 


OvER A THOUSAND newspapers are 
published in Canada today. Making 
up this surprising total are about 100 
dailies with circulations ranging from 
2,000 to approximately 400,000, 750 
rural weeklies and 300 suburban 
weeklies. Because of the varying size 
of these operations the accounting re- 
quirements differ widely. There are, 
however, certain basic features that 
are applicable to all. 


The standard chart of accounts for 
newspapers published by the Institute 
of Newspaper Controllers and Fi- 
nance Officers summarizes the natur- 
al classifications of revenues and the 
conventional departmental expenses 
as follows: 


Revenue 
Advertising revenue 
Circulation revenue 
Other newspaper operating rev- 
enue 


Expenses 
Editorial 
Mechanical 
Newsprint, ink and supplements 
Distribution and circulation 
Advertising 
General, administrative and service. 
For monthly and annual reporting, 
it has been found helpful to manage- 
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Industry 


SMITH 


ment to show job printing separately 
from other revenue, separate busi- 
ness office expense from general, ad- 
ministrative and service, and break 
down mechanical expense into en- 
graving, composing, stereotype and 
press. Where the building is owned 
by the company, revenue and ex- 
penses of the building may be shown 
separately. 


The primary purpose of the first 
newspaper was the dissemination of 
news as a service to the subscriber. 
In today’s paper, however, the news 
content may be less than 25% of the 
available space and the revenue de- 
rived from advertising as high as 80%. 
The paid circulation of the news- 
paper governs the rates to be charg- 
ed for advertising. For this reason 
the publisher aims constantly to in- 
crease the number of readers. Special 
features and other attractions as well 
as promotional inducements are used 
to obtain and hold circulation. 

The printing of the newspaper is 
a daily or weekly operation and each 
edition represents a complete cycle. 
Thus, the accounting records of ex- 
penses can be planned so that the 
monthly statement will present a 
summary of the costs of production 
and distribution. These can then be 
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applied by departments to the units 
produced or in total to the services 
rendered the readers or advertisers. 
As advertising revenue represents a 
major portion of the income, it is rea- 
sonable to regard advertising as the 
main product and circulation the by- 
product. Under present conditions, 
the revenue from the latter is usually 
less than the cost of newsprint and 
ink. The total expenses less the rev- 
enue from circulation can therefore 
be considered as the cost of the ad- 
vertising content of the paper and 
applied to the advertising lineage to 
arrive at the cost per line. 


Advertising Revenue 

The three classes of advertising 
revenue are general, retail and classi- 
fied. These are subdivided to show 
the location of the advertiser, the 
method of obtaining the business 
and the position in the newspaper 
and may be further broken down to 
show black and white and colour 
printing. 

The recording of revenues from 
general and retail advertising is simp- 
ly the accumulation of the billings to 
the advertisers. Amounts are based 
on the lineage at the applicable rate 
per line. The lineage is determined 
by measuring the newspaper or the 
original copy from which the adver- 
tisement was set. The rate arranged 
with the advertiser may be on a con- 
tract or single insertion basis. Some- 
times it is variable according to the 
total lineage used in a contract peri- 
od. An adjustment may be necessary 
if the lineage required to earn a cer- 
tain rate is not reached or is exceeded 
in the period. As a stated rate will be 
used for monthly billing, a rebate 
may be payable at the end of the 
contract period. It is customary to 


make provision in the accounts dur- 
ing the term of the contract for this 
rebate. In some cases, the lineage 
used by the advertiser is accumu- 
lated for the month or billing period, 
and one extension is made. Many ad- 
vertisers, however, prefer to receive 
an invoice for each insertion. 


Recording of revenue from classi- 
fied advertising presents many prob- 
lems. These arise from the transient 
nature of the business, large number 
of small transactions and cancellation 
of insertions provided for in the orig- 
inal order with a consequent change 
of rate. Many publishers record this 
revenue on a cash received basis. 


An adequate system of internal 
control should be maintained to make 
certain that all revenue is ultimately 
taken into account. Where the 
amount of this business is of sufficient 
volume, a control account should be 
maintained. This control is made up 
of the amounts charged to advertisers 
with a corresponding credit to rev- 
enue. Necessary adjustments made 
through this account are caused by a 
change of rate affecting revenue, and 
make-goods or credits to the adver- 
tisers due to incorrect insertions. For 
these, the corresponding charge 
should be to expense. The number of 
adjustments due to change in rate 
may be minimized by billing after the 
last insertion. Cash receipts are cred- 
ited to this control and the resulting 
balance represents the uncollected 
accounts. Uncollectible accounts are 
written off against the allowance for 
doubtful accounts. The advantages 
of this control account are that rev- 
enues are shown on an earned basis, 
and the expenses due to incorrect in- 
sertions and the uncollectible ac- 
counts are reflected in the respective 
expense accounts. 
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Many newspapers use multiple-part 
forms for recording classified adver- 
tising, with the various parts used 
for billing, collections and control. In 
the larger newspapers punch card ac- 
counting may obtain the speed and 
accuracy necessary in handling the 
large volume of these relatively small 
individual transactions. 

The advertising lineage carried is 
accumulated along with the revenue 
from the various classifications so that 
the revenue per line may be com- 
pared with the rate schedules and 
records of prior periods. This is help- 
ful in determining the accuracy of the 
billing procedures and measuring the 
results against past performance. 

Media records are compiled daily 
in the larger newspapers showing the 
total advertising lineage for each 
paper published subdivided into vari- 
ous classifications such as auto- 
mobiles, tobacco, cosmetics as well as 
the lineage carried for the larger ad- 
vertisers. This record assists the ad- 
vertising sales organization in direct- 
ing their sales effort. 


Circulation Revenue 

Circulation revenue is most fre- 
quently analyzed according to the 
methods of distribution and collec- 
tion — carriers, dealers and agents, 
mail subscriptions, newsstands, street, 
counter and other sales. Further 
breakdowns are made between city, 
suburban and country circulation and 
in the larger newspapers between 
morning, evening and weekend edi- 
tions. 

Although some smaller newspapers 
record circulation revenue on a cash 
received basis, it is recommended that 
an accounts receivable control be 
maintained for the various classes of 
circulation and that revenue be taken 
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into account on a delivered or earned 
basis. With mail subscriptions paid 
in advance, cash should be credited 
to a prepaid subscriptions account 
and revenue taken on a delivered 
basis. The balance of prepaid sub- 
scriptions should be shown in the 
financial statements as deferred rev- 
enue. 


Most newspapers are members of 
the Audit Bureau of Circulation, an 
independent organization that audits 
average paid circulation under vari- 
ous classes. Its reports are available 
to the advertiser as a verification of 
the circulation claimed by the pub- 
lisher. For the bureau’s use, a stand- 
ard form known as the A.B.C. record 
is maintained, showing the daily dis- 
tribution of the newspaper. This is 
verified by periodic audit. In this 
record the gross press run is recon- 
ciled with the total paid circulation 
and broken down into various classes 
of distribution. It also provides a 
basis for comparing the revenue per 
unit of circulation for the month 
with the rates chargeable under vari- 
ous methods of distribution. 


In view of the high cost of news- 
print, an adequate control on returns 
is important. A small reduction in 
the percentage of returns may result 
in substantial savings if the circula- 
tion is large. 


Other Newspaper Revenue Account 


The purpose of this account is to 
pick up income other than advertis- 
ing and circulation but related to the 
newspaper operation. This includes 
proceeds from sale of waste news- 
print, stereo mats and metal, sales of 
photographs, news reprints and _pat- 
terns and other service department 
revenue. The costs applicable to cer- 
tain of these items should be trans- 
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ferred from expenses. This account 
should not be used for income un- 
related to newspaper operation such 
as rental of building space, gains on 
disposal of fixed assets, and interest 
and dividends earned. 

Job printing is often a significant 
item in other newspaper income. It 
is not unusual for larger newspapers 
to print copies of advertisements in 
quantity to be supplied to the ad- 
vertiser for distribution from door to 
door in localities where the news- 
paper has not full coverage. Some 
newspapers do a large amount of out- 
side job work using part of the mech- 
anical newspaper facilities and skilled 
staff. 

If job printing revenue is shown 
separately, the applicable newsprint, 
ink, labour and overhead should be 
transferred from the respective ex- 
pense accounts to a job printing ex- 
pense account. 


Editorial Expenses 


Editorial expenses include those 
incidental to producing the non-ad- 
vertising portion of the newspaper, 
ie. front page, women’s page, edi- 
torial page, sports section, financial 
section, etc. They include staff sal- 
aries, syndicated and other special 
features, cuts and photographs, tele- 
graph services, local correspondence, 
travelling and other incidental ex- 
penses. 


Mechanical Expenses 


As suggested, the mechanical ex- 
penses may be shown separately by 
departments — engraving, composing, 
stereotype and press. These will in- 
clude wages, machine repairs, elec- 
tric power for each department and 


various direct material expenses such 
as metal, chemicals and film for en- 
graving, composing metal, stereotype 
metal, blankets and matrix paper. Be- 
cause of the difficulty of taking in- 
ventories of metal, many newspapers 
maintain a normal supply as an item 
of plant. The replenishing of this 
supply is then charged to expense. 


Newsprint, Ink and Supplements 


Next to salaries and wages, news- 
print represents the largest single 
item of expense and in view of the 
waste factor must be adequately con- 
trolled. The basis of this control is 
the identification of the rolls of news- 
print which show suppliers’ numbers 
as well as the weight. The roll num- 
bers and weight may be recorded 
upon receipt and traced through stor- 
age to ultimate use in the press room. 
The wastage in the pressroom is re- 
ported daily and a record kept of all 
returned newspapers. The total of 
wastage and returns can be compared 
with the weight of waste paper sold 
as a test that all sales are being taken 
into account. The newsprint weight 
per thousand printed pages can be 
calculated fairly closely. With this 
information and taking the actual 
wastage into consideration the news- 
print consumed can be accounted 
for with reasonable accuracy. Sta- 
tistical records should be kept to 
compare consumption with prior peri- 
ods. Inventory control of paper cores 
will assure that proper refunds are re- 
ceived on return of the cores to the 
supplier. Freight and cartage on 
newsprint, usually a substantial con- 
sideration, should be charged to ex- 
pense as the delivery to which it is 
applicable is consumed. 


Ink including freight, duty and 
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storage can be accounted for through 
an inventory account which should 
be adjusted for amount used by 
monthly stock-taking. 

Supplements represent purchased 
sections or inserts and should be 
charged to expense as they are used. 


Distribution Expense 


This includes circulation office 
salaries and expenses; mailroom 
wages and supplies such as _ paste, 
twine and wrappers; circulation pro- 
motion by canvassers, contests and 
other methods; cartage, postage, ex- 
press, motor truck and other delivery 
expense; branch and district man- 
agers’ salaries and expenses and 
carriers’ expense. The distribution ex- 
penses may be further broken down 
to show separately expenses applic- 
able to city, suburban or country 
circulation. 


Advertising Expense 

This represents the expenses in 
connection with selling advertising 
and includes salaries and expenses of 
the sales organization, commissions 
to advertising agencies, representa- 
tion outside the local district, mat ser- 
vices, promotion and other sales ex- 
penses and applicable office expenses. 
Further reclassification may be made 
to show the expenses incidental to 
general, retail or classified advertis- 
ing. 


General, Administrative and Service 

As mentioned above, business office 
expenses, including salaries, postage, 
printing and office supplies and bank 
collection charges, may be shown 
separately. This classification also 
covers executive salaries and ex- 
penses, employees’ welfare such as 
unemployment insurance, group in- 
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surance, pensions and _ retirement 
plans, business taxes, insurance prem- 
iums, charitable donations, general 
promotion such as radio, magazines 
and trade papers, damages for libel, 
legal and other professional fees and 
other general expenses. 


Depreciation 

Depreciation should be provided on 
land improvements such as parking 
areas and fences, buildings includ- 
ing elevators and air conditioning, 
furniture and fixtures, machinery and 
equipment, automobiles and trucks 
and leasehold improvements. The ob- 
ject of depreciation is to allocate the 
cost of the facility to successive peri- 
ods of time by a systematic procedure 
calculated to complete the process by 
the time the asset is retired, taking 
into consideration the salvage value if 
any. This allocation may be made on 
either a straight line or reducing bal- 
ance method. 

If management so wishes, the de- 
preciation charges may be allocated 
to the departments affected. 


Bad Debts 

Provision should be made for un- 
collectible accounts based on esti- 
mated requirements. The correspond- 
ing credit is made to allowance for 
doubtful accounts to which actual 
worthless accounts should be trans- 
ferred. 





Comparative statements 

Through comparison progress is 
measured. The monthly statements 
of newspaper operations should show 
deviations from the results of prior 
periods or from budgeted forecasts. 
Management is thus guided to correct 
shortcomings or continue satisfactory 
performances. The increase or de- 
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crease will indicate the importance of 
changes. Percentage tables can also 
reveal the extent to which a variation 
may affect results. To be of max- 
imum corrective value the monthly 
statements should be prepared as 
soon as possible after the close of 
the period. 


Statistics 

Certain information not included 
in the books of account may be ac- 
cumulated for presentation on com- 
parative monthly or periodic state- 


‘ments for management. Some of the 


items which might be included are 
shown below. 


COMPARATIVE MONTHLY STATEMENT 


Lineage: 
Lines general 
Lines retail 
Lines classified 


Lines total 


Days published 
Average pages 
Average columns: 
News 
Paid advertising 
Promotion 
Other 


Total 


Paid advertising columns % 
Circulation: 

Average paid 

Bulk sales 

Service and unpaid 


Other 


Average press run 


Returns % of average paid 
Editorial cost per column 
Newsprint and ink cost per column 
Newsprint consumed: 
Used, tons 
Used per thousand pages 
Waste % 


Colour — Black and White 
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Budgeting 

A budget of revenues and expenses 
will assist management in planning 
and controlling the operation of the 
newspaper. It should follow the form 
of the accounting system in use so 
that the monthly statements would 
present a comparison of the actual re- 
sults with the budget figures. This 
enables management to investigate 
the revenues and departmental ex- 
penses which vary from the forecast. 
From the budget figures, estimates 
can be made of cash that will become 
available from earnings retained in 
the business and depreciation and 
other charges not requiring cash out- 
lay. 


Break-even Point 
The expenses of a newspaper op- 
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eration, except for the cost of news- 
print used, and the revenue from 
circulation are not variable to any 
great degree from day to day. It is, 
therefore, possible by applying the 
expenses less circulation revenue to 
the advertising revenue earned per 
line to determine the lineage neces- 
sary to cover expenses. The amount 
of newsprint used can be controlled 
daily by relating the number of pages 
to be printed with the advertising 
lineage to be carried, thus regulating 
the size of the paper daily according 
to the revenue producing content. In 
this respect the newspaper business 
is unique in that the profit of the 
operation depends not only on the 
revenue available but also on the 
daily control of one of the larger 
elements of expense. 


PROFESSIONAL INTEGRITY 
The practice of a profession is in many ways similar to the management 


of a_ business. 


The accountant in public practice, if he is to perform 


adequately the services entrusted to him by his clients, must himself be 
efficient; he must select and organise his staff so that they too are efficient; 
he must operate in suitable premises and with modern equipment. A high 
standard of professional integrity is no excuse for dilatory or inefficient 
work. Indeed is not the true position that professional integrity, if that word 
is to be interpreted in a proper way, requires a higher standard of efficiency 
than that existing even in a well-run business? Our clients trust us to exe- 
cute with speed and efficiency the work which we undertake for them, and it 
is frequently difficult for them to assess the standard of our performance. In 
so far as we fail in any case to give timeously of our best work, we fail to 
maintain the highest professional standards. 

— Prof. Robert Browning in “The Accountant 
and His Clients”, The Accountants’ Magazine, 
September 1957. 
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The Slide Rule 


J. H. GOUGH 


ACCOUNTANTS SPEND much time and 
effort in keeping up to date with the 
latest office machinery and equip- 
ment, including electronic computers 
with their automated data processing 
systems. Yet one device developed in 
the 19th century has been almost 
completely ignored by probably 99 
out of 100 accountants. This device 
is the slide rule, which is so useful to 
an engineer, and could be quite use- 
ful to an accountant. It is faster than 
an electric calculator for calculating 
simple problems like 1% interest on 
$143 for 14 days or the percentage 
of 448,983 to $5,252,167. How often 
have you jotted down a few figures 
on a scratch pad and worked out a 
percentage, overhead rate, inventory 
turnover, or rate of return? Some ac- 
countants do it every day, some less 
frequently, but most have done it 
many times. Would it not be more 
efficient to perform these calculations 
on a slide rule? All it needs is 
patience and practice, and an invest- 
ment of five dollars. 


The slide rule is ideal for calculat- 
ing ratios where accuracy to three 
figures is sufficient. It is also prac- 
tical to use in solving problems in 
multiplication and division where the 
answer is desired in approximate 


form only. A five-inch slide rule 
costing $5.00 can be accurate up to 
three figures and is adequate for the 
beginner. It is well worth the small 
amount of time and money required 
to learn how to use it. Once you 
master it you will find applications 
where it is faster to use a slide rule 
than the most modern electric cal- 
culating machine, and the slide rule 
has the advantage that you can put 
it in your pocket or keep it in your 
desk drawer or brief case. However, 
mastery of the slide rule cannot be 
obtained through the slight urge of 
idle curiosity; it requires practice and 
determination. 


Purpose v. Principle 

The main purpose of the slide rule 
is to perform multiplications and di- 
visions, and it uses the principle of 
adding the numbers to be multiplied 
and subtracting the numbers to be 
divided. This apparent contradiction 
between purpose and principle is 
made clearer when it is pointed out 
that the scales marked on a slide rule 
represent the logarithms of the num- 
bers shown. For those who are rusty 
on high school algebra, the definition 
of the common logarithm of a num- 
ber is that number which, when used 
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as a power (or index) to the base 10, 
will equal the given number. For 
instance, the logarithm of 10 is 1, 
as 10' = 10, the logarithm of 100 is 
2, as 10° = 100. The product of 10 
x 100 is 1,000, or 10°, which is ob- 
tained by adding the indices of 10° 
and 10%. On a logarithmic scale, if 
the log of 10 is represented by 2% 
inches, then the log of 100 would be 
represented by 5 inches, and the log 
of the product of the two numbers, 
1,000, would be represented by 7% 
inches, which is obtained by adding 
together the two lengths. If the logs 
of all the intermediate numbers be- 
tween 1 and 10 were entered on the 
scale, we would have a slide rule 
scale. Two such scales would make 
up the complete slide rule, one scale 
would be in a fixed position and the 
other would be movable. 

The principle of operating the slide 
rule is to add and subtract lengths 
on a scale and to read the answer on 
the scale. To illustrate the principle, 
take two 12” rulers and place them 
side by side lengthwise. Now sup- 
pose you wish to add 3” to 4” by 
using the rulers. Place the zero mark 
on ruler B under the 3” mark on 
ruler A, and opposite the 4” mark on 
ruler B is the answer of 7” on ruler 
A. Suppose you wish to subtract 6” 
from 9”. Place the 6” mark on ruler 
B under the 9” mark on ruler A, and 
opposite the zero mark on ruler B is 
the answer of 3” on ruler A. The 
lengths on the rulers represent 
inches, but they could represent any 
equal units. On the slide rule they 
represent the logarithms of the num- 
bers marked on the scale. 


Description of a Slide Rule 

A simple slide rule contains two 
pairs of scales, A and B, and C and 
D. The A and B scales represent the 
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logs of the numbers between 1 and 
100. The C and D scales represent 
the logs of the numbers between 1 
and 10. Greater accuracy is possible 
by using the C and D scales as the 
scale distances are double those on 
the A and B scales, making them 
easier to read and to interpolate. 
Some slide rules have additional 
scales, but they are not essential for 
an accountant’s use. The slide rule is 
equipped with a cursor, which is a 
movable glass plate through the cen- 
ter of which runs a hairline. The 
purpose of the cursor is to mark a 
reading on the fixed scale while mov- 
ing the sliding scale for the next op- 
eration. Some cursors have a magni- 
fying lens to provide for greater ac- 
curacy in the settings and readings. 


Scale distances on C and D are 
marked 1, 2, 3, 4, 5, 6, 7, 8, 9, 1. 
Zeros are omitted on all scales, so 
it must be understood that the second 
“1” represents 10. Scale distances on 
A and B are marked in a similar 
manner except that the scale is shown 
twice and each scale is half the size 
of the C and D scale. The left-hand 
scale on A and B represents the logs 
of the numbers from 1 to 10 and the 
right-hand scale represents the logs 
of the numbers 10, 20, 30, 40, 50, 60, 
70, 80, 90, 100. 


Note carefully the number of sub- 
divisions between the numbers on the 
scales. They range from 5 to 50. 
The value of one sub-division may 
range from 2 to .02. As a rule there 
are twice as many sub-divisions on 
the C and D scales as there are on 
the A and B scales, which is the rea- 
son for obtaining greater accuracy by 
using the C and D scales. A thorough 
appreciation of the various values of 
the sub-divisions, and the ability, by 
inspection, to determine their value 
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rapidly, is a prime requisite to the 
efficient use of the slide rule. Pro- 
ficiency in this comes only with prac- 
tice. 


Specific Multiplications 

Suppose we wish to use a slide rule 
to multiply 60 by 40. It is obvious 
that the product exceeds the max- 
imum value on either set of scales. 
Therefore, in order to fit the prob- 
lem to the slide rule, the two factors 
must each be divided by 10 and the 
resulting product must be multiplied 
by 100. To multiply these two fac- 
tors on the slide rule add the length 
representing 6 on scale A to the 
length representing 4 on scale B and 
read the answer on scale A. To do 
this, place the left-hand 1 on scale 
B under the 6 on scale A. (Fig. 1). 
Opposite 4 on scale B is the answer 
24 on scale A, which, when multi- 
plied by 100, gives us the correct an- 
swer of 2400. 

The same problem may be worked 
out on the C and D scales, although 
at first glance it would appear that 
the product would be off the scale. 
Referring back to scale A for a 
moment you will notice that both 
halves of the scale are identical. If 
you place 1 on scale B opposite 6 on 
scale A, then 10 on scale B is op- 
posite 60 on scale A, and if both 
scales were extended to the right you 
would see that 100 on scale B would 
be opposite 600 on scale A. It is ob- 
vious, therefore, that it makes no dif- 
ference whether you use 1, 10 or 100 
as the marker on scale B, as long as 
you make the proper adjustments to 
the decimal point in your answer. 
Knowing this fact we can now go 
back to the C and D scales and work 
out the problem. To multiply 60 by 
40, place 10 on scale C opposite 6 
on scale D, (Fig. 2), which is the 
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same as placing 1 on scale C opposite 
.6 on scale D, except that .6 is off the 
scale to the left. Now add the length 
4 on scale C to the .6 on scale D and 
you will find that opposite 4 on scale 
C is the reading 2.4 on scale D ( Fig. 
2). We have, in effect, multiplied .6 
by 4, and to convert these factors to 
the original ones we must multiply 
them by 1,000. Therefore, the pro- 
duct 2.4 must be multiplied by 1,000, 
and the correct answer is 2,400. It is 
preferable to use the C and D scales 
in most problems because the greater 
number of sub-divisions make it pos- 
sible to obtain greater accuracy in 
the scale settings and readings. 

To multiply 61 by 43 is no more 
difficult except that it is necessary to 
interpolate the subdivisions correctly. 
Using the C and D scales again, the 
10 mark on scale C is placed op- 
posite 6.1 (Fig. 3), and opposite 4.3 
on scale C is the reading 2.62 on scale 
D. Using a five-inch slide rule the 
hairline is not quite halfway between 
2.6 and 2.65, therefore an interpola- 
tion is necessary, and 2.62 seems to 
be the closest reading. Using a ten- 
inch slide rule, which is more accur- 
ate, it is obvious that the reading is 
between 2.62 and 2.63. Multiplying 
the reading by 1,000 we find that the 
approximate answer is 2,620. In this 
particular problem it is possible to 
obtain an exact answer. It is obvious 
that the product of 61 by 43 must end 
in a 3, therefore add 3 to the approx- 
imate reading of 2,620 and we have 
an exact answer of 2,623. However, 
it is not usual to obtain accuracy be- 
yond the third digit. 

Suppose we multiply 613 by 482. 
In this case it is necessary to in- 
terpolate both factors as well as the 
product, as the scale readings do not 
generally provide for sub-divisions 
equivalent to hundredths. The pro- 
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duct reading on scale D on a five- 
inch rule is almost 2.65. So say it is 
2.64, therefore the approximate an- 
swer would be 264,000. The exact 
answer is 264,816. Using a ten-inch 
rule it is apparent that the answer is 
approximately 264,700 or 264,800. If 
the factors had been 613,287 and 
432,368 the approximate answer 
would not have been any different ex- 
cept for the number of zeros at the 
end of it. It is not possible to use 
more than three significant figures of 
a factor on the slide rule. If greater 
accuracy is required in multiplying 
six-digit factors the problem must be 
broken up into four problems and 
the four products added together to 
give the final answer. In the above 
instance the four problems would be 
as shown below. 

As may be expected the use of the 
10” slide rule provides a more accur- 
ate answer. However, this method 
of multiplication may be of academic 
interest only, as it is too slow for 
those who want approximate figures, 
and too inaccurate for those who re- 
quire exact figures. 


Determining the Decimal Point 
Determining the position of the 
decimal point is not difficult in most 
of the problems that an accountant is 
likely to perform on a slide rule. In 
many instances it can be done by 
mental arithmetic. For example, in 


SISO x 452000 .... eee 
613,000 x em aS te rere ete ee 
BF KORO 2. oe eee wees 
287 x DNS eos vetelese seg sre hist 


Approximate answers .... 
NNO: 8, Sean PG id «Thy 
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multiplying 613 by 432 we know that 
the answer is around 240,000 (600 x 
500). The scale reading of 2.645 is 
therefore raised to 264,500. Deter- 
mining the location of the decimal 
point in working out percentages, 
ratios, overhead rates is not likely to 
present much of a problem either — 
it can be done by inspection. For 
those accountants who want to fol- 
low a system for locating the decimal 
point in problems involving success- 
ive multiplication and divisions, there 
are rules which may be followed. 


To place large numbers on the 
scale it is merely a question of mov- 
ing the decimal points until each 
number is given a value between 1 
and 10, and counting the total num- 
ber of places that the decimal points 
have to be moved to the left or 
right in order to give them these 
values. The decimal count for di- 
visors is opposite to that for multi- 
pliers. The decimal count rule may 
be stated as follows: 

Decimal Count 
Multipliers Divisors 
Decimal point moved 

1 place to the left .. 
Decimal point moved 

1 place totheright.. Minus 1 Plus 1 
The decimal point in the answer to 
a problem may be determined quite 
simply by using the decimal count 
rule above. If the decimal count of 
all the numbers results in a plus 


Plus 1 Minus 1 


Answers obtained using 





5” rule 10” rule 
264,500,000,000 264,800,000,000 
226,000,000 225,500,000 
123,600,000 124,200,000 
105,700 105,500 
264,849,705,700 265,149,805,500 
+ 315,967,916 + 15,868,116 
265,165,673,616 265,165,673,616 
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count the decimal point in the answer 
is moved to the right for the same 
number of places as in the count. If 
the decimal count results in a minus 
count the decimal point in the answer 
is moved to the left for the same 
number of places as shown in the 
count. The best way to make this 
point clear is to illustrate it with an 


example: 
613 x 432 


76 x .013 


The decimal count for each of the 
numbers is shown in brackets beside 
the number: 613 (plus 2), 432 (plus 
2), 76 (minus 1), .013 (plus 2). The 
total count is plus 5, which means 
that the decimal point in the answer 
must be moved 5 places to the right. 
In solving a problem like this one it 
is necessary to perform the multipli- 
cations and divisions alternately so 
that the readings will stay on the 
scale. The operation sequence for 
this problem would be: 

Step 1. Divide 613 by 76 

Move the cursor hairline to 6.13 

on scale D. Move scale C so that 

7.6 is under the hairline. 

Step 2. Multiply by 482 
Move the cursor hairline to 4.32 on 
scale C. 

Step 3. Divide by .018 

Move scale C so that 1.8 is under 

the hairline. Read the answer on 

scale D opposite 1 on scale C. 


Examples of Division 

Division is accomplished on the 
slide rule by subtracting the length 
representing the divisor from the 
length representing the dividend. To 
divide 613 by 76 in the problem 
above we subtract the length repre- 
senting 7.6 from the length represent- 
ing 6.13. First find 6.13 on scale D 
and place the cursory hairline over it 
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(Fig. 4). Then move scale C so that 
the reading 7.6 is under the hairline 
(Fig. 4). The answer would be on 
scale D opposite 1 on scale C, but 
scale D does not extend that far. 
However, this does not matter as we 
do not require a reading at this stage. 
If we did want a reading we could 
get it simply by taking the reading 
on scale D opposite 10 on scale C. 
Of course the answer would have to 
be divided by 10 as we have multi- 
plied by 10 in order to get it back 
on the scale. However, to get back 
to the problem—the second step is to 
multiply the first answer by 4.32, 
which means adding the scale length 
4.32 to the answer obtained in step 1. 
This is accomplished by leaving the 
scales as they were for the first op- 
eration and moving the cursor to 4.32 
on scale C (Fig. 5). The answer at 
the end of step 2 is on scale D op- 
posite 4.32 on scale C. We are now 
back on the scale again. Note that 
the answers are always on scale D. 
Scale C is used only to add or sub- 
tract lengths from those on scale D. 
The answer at this stage is approxi- 
mately 3.48, which after adjustment 
for a decimal count of plus 3 gives us 
a value of 3,480. The third step is 
to divide by 1.8. Leave the cursor 
hairline at the previous answer 
(3.48) and move scale C so that the 
reading 1.3 is under the hairline (Fig. 
6). The answer is on scale D oppo- 
site 1 on scale C, and it is approxi- 
mately 2.68 which, after adjustment 
for a decimal count of plus 5, gives 
us an answer of approximately 268,- 
000. The exact answer is 268,032. 
After a little practice it should be 
possible to do this problem in 45 
seconds. With more practice the 
time can be cut down to about 30 
seconds. 

There is another method of deter- 
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mining the decimal point which is 
based on whether the slide projects 
to the left or the right for each of 
the settings and keeping track of the 
number of left and right projections. 
This method may be found in almost 
any book on the use of the slide rule 
and may be referred to by those in- 
terested. 

The slide rule may be of particu- 
lar interest to an accountant in cal- 
culating percentages, such as the per- 
centage of overhead to direct labour, 
the percentage to sales of the various 
items on the profit and loss statement, 
etc. An easy way to practice per- 
centages, and to check your accur- 
acy in using the slide rule, is to jot 
down several numbers, add them, 
and then find the percentage of each 
to the total. Try working out the 
percentages for the following prob- 
lem: 


54,176 50.2 % 
28,405 26.3 
17,778 16.4 
6,090 5.63 
1,675 1.55 
108,124 100.08% 
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The percentages will not add up to 
exactly 100, but with a normal 
amount of care it should be possible 
to obtain an accuracy of 2%. 


There is more to the slide rule that 
has not been covered by this article, 
but it is the author’s hope that 
enough has been presented to arouse 
some interest. For those who wish 
to pursue the matter further there 
are a number of publications on the 
use of the slide rule, some of which 
are available for as little as $1.25 in 
most bookshops. The small invest- 
ment of time and money is well 
worth the cost. Accountants, particu- 
larly those in industry or commerce, 
can find many uses for the slide rule. 
A word of caution should be men- 
tioned. Do not be discouraged if 
you cannot master the slide rule 
easily. It takes patience and prac- 
tice. If you come across something 
which you cannot understand, consult 
an engineer. He can help you and 
perhaps show you several short-cuts 
in applications of particular interest 
in your business. 


THE ONLY PRINCIPLE 
This observation was made by Mr. Justice Danckwertz in Gatehouse v. 


Wise (1956) 3 All E.R. 772: 


“It always is rather a discouraging pursuit to endeavour to find con- 


sistent principles in the statutes relating to income tax . . 


. . and I think that 


the only clearly discernible principle may be that of enabling the tax to be 
charged on the largest numbers of persons with the least exertion on the part 
of the officials entrusted with the duty of collecting the tax.” 


— Taxes, August 1957. 
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The Modern Approach 
to Auditing - II 


HOWARD I. ROSS 


(Continued from October) 


THE INCREASING emphasis on skilled 
analytical work in auditing and the 
auditor's inescapable obligation to set 
his own limits on the work he must 
do, both focus attention on the im- 
portance of the time element in 
auditing. 

The importance of this aspect of 
auditing is quite basic and yet is 
often strangely ignored. Everything 
today tends to underline the import- 
ance of controlling audit time or, in 
other words, of working efficiently. 


The trend of rising costs (with 
which everyone is unhappily fam- 
iliar) has a direct bearing on this 
question. Everybody’s costs have 
been rising lately, but particularly 
those of audit firms, as these firms 
started out originally with an ap- 
prentice systems which is rapidly dis- 
appearing. While we still pay stu- 
dents somewhat less than they could 
earn in industry (as a vestige of the 
old apprentice system) we are cer- 
tainly now facing payrolls of quite a 
different order from those of 25 years 
ago. To the effects of inflation, which 
affect all payrolls, have been added 
the increases which are consequent 


on our emergence from apprentice 
salary scales. In the old days, it did 
not much matter what junior and 
intermediate staff worked at as they 
were being paid virtually nothing. 

Perhaps we never did have what 
was technically an apprentice system 
in the profession in this country, but 
we certainly came pretty close to it. 
When I started working, my father ex- 
plained to me that he was paying me 
as much per week as he had earned 
per month when he started out. 
He had no reason to deceive me and 
what he said was no doubt true 
enough, but considering the amount 
involved, it really did not make too 
much difference whether you got it 
monthly or weekly. 

Those who remember the dismal 
thirties will recall that it was then 
simply a cause of amusement when 
it was discovered that the latest 
junior had spent the last two weeks 
in adding columns of voucher num- 
bers. Now this sort of thing costs 
someone money. In the same way 
any unnecessary checking has_be- 
come expensive. 

The auditor is no more free of the 
demands of being efficient than any- 
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one else. If a proper opinion, in a 
given case, can be reached after, say, 
1,000 hours of audit time, any further 
expenditure of time is wasted. 

The difficulties involved in deter- 
mining the scope of audit are thus 
compounded. Just as it is becoming 
more difficult to decide on the extent 
of the work which an auditor must 
do, it becomes increasingly expensive 
to do more detail than is strictly 
necessary to accomplish the object of 
the examination. He must not skimp 
his work. He must be sure he goes 
far enough. This goes without say- 
ing, but he must not waste time. 

Perhaps I might be permitted a 
personal reminiscence. I started out 
in the auditing profession just 25 
years ago, as a hulking youth with- 
out even a B.Com. degree and the 
smattering of book-lore that goes 
with it. This was in 1982, and by 
way of training I was subjected to a 
number of maxims greatly favoured 
by my seniors. These were all along 
the lines of “Young man, take noth- 
ing for granted.” It seemed to be the 
general impression amongst auditors 
themselves that they always probed 
every transaction to its utmost depths 
and that they never believed any- 
thing anyone said to them. On my 
first assignment, I started out as a 
junior member of a group to do the 
audit of a large modern corporation. 
We headed for our work with the ad- 
vice “take nothing for granted” ring- 
ing in our ears. Fortunately we paid 
no attention to it or, I submit, we 
would still be there working on the 
1932 statements. In auditing, as in 
any other human activity, you must 
end up eventually by taking some- 
thing for granted. Compare what 
goes on in a court of law, where days 
of expert cross-examination are de- 
voted to finding out where the butler 
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was on the night of June 8, and often 
the matter is one of conjecture even 
after the most exhaustive examina- 
tion of witnesses and the most bril- 
liant sifting of evidence. 

In modern business the auditor is 
confronted with an enormous volume 
of transactions, each one of which 
could be probed indefinitely. No 
matter how far the auditor goes, 
there are always further documents 
which could be scrutinized and more 
people who could be questioned. 
Quite literally there is no end to the 
work that could be done. In these 
circumstances, it becomes a matter 
of judgment how far to go. All 
modern trends seem to make it more 
difficult to decide these questions 
and thus to put a greater and greater 
premium on good judgment. 


Practice and Preachment 

Everything I have said so far is, 
I suppose, the usual commentary of 
papers on auditing. We all keep tell- 
ing each other to do less routine tests 
and one might gather from this that, 
in our practices, we did less routine 
work ourselves, but this is not my 
own impression. We are inclined to 
talk about new approaches and to 
recommend them, but only infre- 
quently and reluctantly to adopt 
them. If this is so, it is obviously 
bad. Unless our theorizing gets con- 
verted into action, we are simply 
wasting our time. I would therefore 
like now to venture into the difficult 
field of audit procedure — difficult 
because, as so much depends on 
judgment in each case, generalization 
is always hazardous. 


Audit Procedures in General 

It seems to me that the first and 
most important thing to be said about 
audit procedures is that each pro- 
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cedure adopted should be definitely 
pointed at the auditor’s fundamental 
objective to reach an opinion on the 
fairness of the statements. This 
proposition is of course self-evident, 
but do we pay any consistent atten- 
tion to it in our practical work? 
How many of the hours spent in 
the average audit actually advance 
the auditor along the way towards 
forming his opinion on the state- 
ments? 

I have stressed the difference be- 
tween auditing and other services, 
and I think this is a matter of great 
practical significance even although 
in practice other work inevitably does 
get mixed in with the auditing pro- 
cess. Surely there is not much to be 
said for an auditor who muddles 
about among the accounting records 
with a vague notion of being useful. 
He cannot possibly work efficiently 
unless he knows when he is auditing 
and when he is doing work beyond 
the audit sphere. 

Here we encounter a_ problem 
which is generally glossed over in 
auditing text-books. In these there 
is a tendency to talk of the “auditor” 
as though he were, in the normal 
case, an individual. As you know, in 
practice, the “auditor” is normally a 
team composed of highly experienced 
people at the top and relatively raw 
juniors at the bottom. There are the 
inevitable problems of communica- 
tion between members of the team. 
Some of the things done during an 
audii are designed to provide means 
of directing and supervising the more 
junior members. 


Routine Tests 

It would only be in extraordinary 
circumstances today that anyone did 
a completely detailed audit. The 
principle has been well accepted that 


routine transactions need simply be 
tested. It is quite common for aud- 
itors to tell one another that we tend 
to overdo routine tests. But if 
routine tests are eliminated, there re- 
mains the problem of what should be 
substituted for them. After all, it is 
still essential for an auditor to satisfy 
himself that the recording of trans- 
actions has been done in a satisfac- 
tory manner, with little opportunity 
for errors, either unintentional or 
fraudulent. The performance of an 
examination is of course an essen- 
tial part of every audit and the words 
“to audit” and “to examine” are, to 
all intents, synonymous. It is no part 
of the auditor’s duty to jump to an 
opinion before he has done any work. 

While it is difficult to generalize, 
most auditors would agree that any 
reduction of routine tests should be 
counterbalanced by the use of more 
analytical work. If we are to sub- 
stitute such analytical work for 
routine tests, we should give more 
thought to developing new pro- 
cedures. Such devices as _ ratio- 
analysis have so far been used in a 
somewhat uninspired way. We break 
down the sales dollar, and we work 
out a few pet ratios, but these are 
only the routine devices of statement 
presentation. They are not without 
significance for the auditor, but he 
must go further and use ratios de- 
signed for his own audit purposes. 
There is such a wide variety of pos- 
sibly useful ratios that it is hard to 
recommend particular ones. For il- 
lustration, the relation between sales, 
receivables and cash discounts grant- 
ed may reveal slow accounts or slack- 
ness in allowing discounts or simply 
an unusual ratio (compared perhaps 
with other years) which should be ex- 
plored. Similarly, comparisons be- 
tween raw, in-process and finished 
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goods inventories may point to stock 
beyond requirements with vital im- 
plications. 

When mentioning analytical work, 
it is perhaps fair to suspect that in 
many cases it is done at the wrong 
part of the audit. Almost nothing can 
be immediately concluded from any 
ratio or comparison. The main pur- 
poses of such tests must always be 
to guide the auditor in making in- 
quiries and in seeking explanations. 
It therefore follows that the earlier in 
the audit the tests are performed, the 
more effective they will be. Ideally, 
if the financial statements are avail- 
able at the start of an audit, the 
analysis work should be done im- 
mediately and the results used in 
designing the audit program. Fre- 
quently this is not possible, but 
whenever the tests are done, some 
time should be left to digest the 
results and follow up the points 
which the analysis raises. 

While routine tests are probably 
overdone in most cases, it is hard to 
imagine the day when we will do 
without them entirely. The problem 
of deciding how far to go will thus 
always be with us. In this difficult 
problem of how much routine should 
be done, we are increasingly offered 
advice by the mathematicians. Scien- 
tific sampling procedures have been 
suggested. My impression is that 
little in the way of practical im- 
provement in audit programs has re- 
sulted but as the mathematical ap- 
proach is merely a sort of organized 
common sense, it must provide some 
hope in this difficult field. To be 
really useful, we need more than the 
mere pronouncement of mathema- 
tical formulae. They require to be ap- 
plied and fitted into audit programs 
by practical auditors with plenty of 
experience. We all look forward to 
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further cooperation between the 
academic types who are supposed to 
understand these Greek letter form- 
ulae and those of us who are able to 
recognize a voucher when we see 
one. 


Finally, one more general com- 
ment on routine tests. The auditor 
has a great variety of documents 
amongst which he may do his test 
checking. Some types of documents 
are more satisfactory as supporting 
evidence than others. For example, 
it is easier to point out the unsatis- 
factory features of duplicate bank de- 
posit slips than of, say, cancelled 
cheques. The former are more eas- 
ily altered and also have been 
through a much more casual scrutiny 
at the bank. It is only natural that 
auditors have paid more attention to 
the more reliable accounting docu- 
ments, but perhaps this tendency 
has been overdone, to the detriment 
of our audit programs. Concentra- 
tion on a few types of documents in- 
evitably tends to produce stereotyped 
auditing, and nothing is less likely to 
produce results than stereotyped 
tests. 


An audit program which concerns 
itself exclusively with invoices, can- 
celled cheques, bank statements, dup- 
licate sales slips, general ledger post- 
ings and additions is not much of a 
program. Yet if most of us reviewed 
our own programs, we would find 
that practically all of our audit time 
was used up in tests based on these 
documents. 


There are various other documents 
available for scrutiny, such as receiv- 
ing and shipping slips, purchase 
orders, duplicate deposit slips, cus- 
toms invoices and so on; and there 
are invariably records kept for special 
reasons that are not an integrated 
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part of the accounting system but 
which may nevertheless be an accur- 
ate record of some transactions which 
can usefully be tested against the 
main records. These subsidiary re- 
cords range all the way from the 
fairly usual (such as lists of incom- 
ing remittances prepared by whoever 
opens the mail) down to all sorts of 
odds and ends (such as the draw 
for the Christmas bowling party, 
which might provide a useful cross- 
check on the number of employees). 
Another source of supporting in- 
formation which should not be over- 
looked is provided by the interim 
statements, often in great detail, 
which some companies produce. A 
review of such statements will help 
in two ways. First, it provides an- 
other cross-check on the accounts 
and, secondly, it may give the auditor 
advance warning, during an interim 
audit, of some developments which 
may decide him to alter his pro- 
gram for the rest of the year. 
There is thus plenty of opportun- 
ity for variety in testing and we 
should promote more searching types 
of checking rather than spending too 
much time in a mechanical calling 
of figures between the main records. 
If there is one thing that can safe- 
ly be said about fraud detection, it 
is that no audit, no matter how com- 
plete or how carefully carried out, 
will ever uncover anything but the 
most fatuous of frauds if the em- 
bezzler knows in advance exactly 
what tests the auditor will do. A 
little forgery here and there can 
easily tidy up for audit the docu- 
ments which the auditor is going to 
call for. On the other hand, the thing 
which must prevent the dishonest ac- 
countant’s lot from being a happy 
one is the utter impossibility of alter- 
ing all the subsidiary records and 


lists to keep them consistent with the 
false story he has written into the 
main records. Apart from the com- 
plexity of keeping so many records in 
agreement, there are some of the sup- 
porting data to which he will not 
have access. 

It is quite impossible for the aud- 
itor to look at every scrap of cor- 
roborative detail, but some of his 
time should certainly be spent on 
subsidiary documents and records. 


Specific Procedures 

Judgment enters in at every stage 
in the audit process. Each audit is a 
new problem, and the selection and 
application of appropriate procedures 
depend on far more factors than can 
be enumerated. 

No one appears to have had much 
success yet in formulating statements 
about audit procedures. It seems to 
me that auditing text-books have 
tended to be weakest at this point. 
The American Institute has probably 
worked harder on the subject than 
anyone else, and it is difficult to 
imagine anyone doing a more com- 
petent job than they have. But their 
general statements, admirable as they 
are, have tended to be so broad as 
to be of little use in guiding the 
auditor's programming, while the 
practical case studies suffer from the 
inevitable difficulties that this ap- 
proach must entail. It is hard to set 
up on paper a case which simulates 
the problems actually met in prac- 
tice, and any guidance obtained 
from an illustrative situation is sub- 
ject to the particular circumstances of 
the illustration. 

It has been suggested that I should 
comment on_ specific techniques 
though my comments are sure to 
sound unintentionally dogmatic. 
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To begin with, let me confess that 
I am just a little tired of talking 
about direct confirmation of receiv- 
ables and attendance at physical in- 
ventory taking. To read our liter- 
ature or listen to our discussions, one 
would think that this was all there 
was to auditing, except perhaps the 
awkward and tiresome problem of 
how to dispose of the credit resulting 
from adjusting an income tax expense 
in respect to depreciation claimed 
but not taken on the books. While 
of course direct confirmation of re- 
ceivables is good and the auditor 
should be around when the inventory 
is being taken, there are difficulties 
in applying each of these procedures. 

Now for a quick run down the bal- 
ance sheet. All comments only set 
out my own personal preferences 
and must not be taken as pronounce- 
ments with any more authority than 
that behind them. 


(a) CasH 

Cash accounts, sometimes dis- 
paraged, are good auditing so long 
as the surprise element is well guard- 
ed. There is not much use counting 
a $25 fund when the custodian is ex- 
pecting you (if he is honest, the 
count is unnecessary; if he is not, it is 
an insult to him to imply he cannot 
find the $25 necessary to cover up 
for your scheduled arrival), and the 
only thing that can be said for send- 
ing your staff roaming around the 
country making counts on New Year's 
Eve is that they may spend their time 
even less profitably if left to their 
own devices. 


(b) Banxs 

Reconciliations are much more ef- 
fective if not done at set dates such 
as month ends. If the client has rea- 
sonable internal control, a brief re- 


view of one of his reconciliations may 
be practically as effective as doing 
one yourself at the same date, and 
will save time. The so-called “second 
reconciliation” performed at the date 
of audit, with the auditor collecting 
the cancelled cheques and statements 
directly from the bank, is a useful de- 
vice but cannot be a complete safe- 
guard against kiting, specially when 
the statements are issued promptly 
after the year-end and a relatively 
short period intervenes between 
year-end and second reconciliation. 
Duplicate deposit slips, with all their 
unsatisfactory features, are still worth 
testing in some cases (such as where 
cash receipts are of minor importance 
and individual remittances can be 
traced ). 


(c) RECEIVABLES 

A thorough review of the accounts 
must be part of every audit as the 
auditor must reasonably satisfy him- 
self as to their proper balance sheet 
value, but a great deal of time is 
often spent in listing amounts which 
will not have any possible effect on 
the ultimate provision for bad debts. 
In the nature of things, this provision 
can only be a rough approximation. 
It is a waste of time to list down any 
items which will not materially affect 
judgment in determining the appro- 
priate provision. It will rarely make 
sense to list small amounts, no matter 
how old, or current items, no matter 
how large. 


(d) INVENTORIES 

We have become so quantity con- 
scious that perhaps we now pay too 
little attention to pricing. 
(e) PREPAID EXPENSES 

Often a quite unwarrantable 


amount of time is devoted to listing 
tax and insurance prepayments. Un- 
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less they are of quite unusual amount, 
such items are probably just as well 
expensed. If an accrual is set up, it 
does not seem necessary for the audi- 
tor to prepare detailed schedules 
automatically in every case. 


(f) FrxED ASSETS 


There is often a tendency to pay 
special attention to vouchers covering 
fixed asset additions. It does not seem 
logical to pay more attention to these 
than to other expense vouchers or to 
limit voucher tests to items over a 
certain fixed amount. There is indeed 
some merit in examining the largest 
vouchers, but the limit should be set 
high enough to leave some time for 
testing small vouchers. 


(g) PAYABLES 


In view of their usual importance, 
payables probably get less of the aud- 
itor’s time than they should. Direct 
confirmation is perhaps just as logical 
as for receivables. Cut-off or closing 
dates are of great importance and 
there is much to be said for carrying 
out the verification of payables at the 
time of making inventory tests. 


(h) Prorrr anp Loss ITEMs 


Most of us are still in the habit of 
thinking first of the balance sheet, 
even though the income account 
has now acquired as great, or greater, 
significance. Many of the items in the 
income account are verified in the 
process of auditing assets and liabil- 
ities. Tests by means of comparisons 
and ratios are also useful. 


Internal Control 

Internal control is of course an ab- 
solutely basic concern of the auditor. 
In devising his program, one of the 
first considerations is the adequacy of 
the checks which are built into the 


accounting system. He must find out 
what internal control features the 
system is supposed to have and then 
observe how well the system is act- 
ually functioning. 

The appraisal of the internal con- 
trol is a question of judgment which 
requires skill and experience on the 
part of the auditor. It is one of the 
factors he weighs in deciding what 
sort of procedures to use and how far 
to press them. Every variety of situa- 
tion can be encountered from where 
there is practically no internal control 
to where it is so complete that the 
main part of the audit consists of re- 
viewing it and seeing that it func- 
tions. 

Questionnaires are often used in 
reviewing the internal control. Some- 
times they tend to be time-consuming 
and it is difficult to find a form 
which will be useful in many differ- 
ent types of situations, but the matter 
is so vital to the auditor that some 
such method of covering his review 
systematically is necessary. 


The Internal Auditor 


Most large companies now have 
internal audit departments. There 
are some things which the outside 
auditor will insist on doing himself 
and there are others which he will be 
quite happy to have done by the in- 
ternal auditor. Sorting out one type 
of checking from the other is a ques- 
tion of judgment in the circumstances 
of each case. It would be hard to 
draw up a list. The situation is, in 
fact, very much like that encountered 
in appraising the internal control. 
The auditor must review the work 
of the internal auditor (usually by 
reading his reports) and take such 
work into consideration in designing 
his own program. 
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The Year-end Mentality 

Our profession is dominated by a 
sort of year-end mentality. In the 
old days, the accounting department 
of a company tended to sit around 
until the last day of the year. It 
would then spring into feverish ac- 
tivity, taking inventory, mailing out 
accounts, adjusting liabilities, recon- 
ciling bank accounts and so on. The 
auditor tended to follow along the 
same lines. 

As we live in a country of marked 
seasonal pattern (and probably three- 
quarters of our clients have Decem- 
ber year ends), this results in a very 
unsatisfactory scramble during the 
winter months. We have, of course, 
made some progress and have shifted 
some audit tests forward from the 
year-end. This can be done more 
readily in some cases than in others 
and is easier to justify when the in- 
ternal control is good. However, 
it is safe to say that we can go a 
great deal further in spreading 
work over the year. This could 
produce better audits and could 
make possible the issuance of 
prompter financial statements. Inven- 
tory taking is an example of a pro- 
cedure that is often moved forward 
from the year-end. Receivable con- 
firmation and ageing is another and, 
indeed, hardly anything the auditor 
does need be done at the year-end if 
the proper conditions exist. 


Materiality 

One more subject of overwhelm- 
ing importance is the question of ma- 
teriality. 

Accounting is of course entirely 
utilitarian, its sole function being to 
produce information which is useful. 
There can be no conceivable merit in 
a statement unless it is of use to 
someone, that is to say, unless it 


leads someone to act differently than 
he would have acted without it or 
at least unless it assists someone in 
reaching a sound decision. 

This must always be remembered 
in auditing. It is a waste of time to 
refine figures beyond the point at 
which they have any genuine sig- 
nificance. Yet many auditors still in- 
sist on such adjustments as the trans- 
fer of credit balances in the receiv- 
able ledger to the payable caption, 
a procedure which is not even too 
sound in theory and, at any rate, is 
almost certain not to alter the state- 
ments materially. 


Conclusion 

In spite of mounting evidence to 
the contrary, it is my firm conviction 
that human beings are here to stay. 

Electronic computers are develop- 
ing rapidly but there has been no 
suggestion that they are developing 
such human traits as dipping into the 
petty cash box or kiting cheques to 
get funds to spend lavishly in enter- 
taining other machines. It is prob- 
able that the testing of the recording 
of transactions can increasingly be 
left to machines and the emphasis in 
auditing will continue to shift to the 
interpretive side of the job. 

It would be dreadful if we were 
all satisfied with what we are doing 
and intolerable to think that ten 
years from now auditing would be 
exactly what it is today. The precise 
line of development will depend on 
changes in our economy and in the 
business world. In the meantime per- 
haps we can claim to be behaving as 
chartered accountants should, grop- 
ing our way cautiously and sceptical- 
ly along towards better, more intelli- 
gent techniques. 

(Concluded) 
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Registered Retirement Savings Plans 


ALAN W. MORETON 


SINCE THE passage of Bill 407 
through Parliament last April, a good 
deal of comment and speculation has 
risen over the provisions of section 
79B entitled “Registered Retirement 
Savings Plan”. 


As is well known to most practi- 
tioners, for ten years or more the 
Canadian Institute of Chartered Ac- 
countants, together with the Cana- 
dian Bar Association, worked to ob- 
tain legislation which would enable 
the self-employed to enjoy some 
measure of tax relief while providing 
for their old age. The legislation cor- 
rects an inequity of long-standing. 
Previously, only employees of an or- 
ganization with an approved pension 
plan were able to set aside part of 
their earnings in a pension fund and 
claim this contribution as a deduction 
from taxable income. As this privi- 
lege was not available to persons such 
as employers and professional people, 
the rumble of discontent rose from 
that quarter in direct ratio to the in- 
crease in personal taxation rates. 


This situation was recognized in 
the United Kingdom where pension 
plans for the self-employed have been 
receniiy introduced. Generally speak- 
ing, the Canadian legislation is simi- 
lar although one important difference 


is that older people in Great Britain 
may make considerably heavier con- 
tributions in recognition of the rela- 
tively short time they will be in a 
position to contribute. 


Since the provisions of the Cana 
dian scheme are fairly clear and, by 
now, familiar to most practitioners, it 
is not proposed to set them out in de- 
tail. However, the concomitant regu- 
lations have not been published by 
the Minister. These may be issued 
under section 79B(2)(d) governing 
the terms of acceptance of plans for 
registration, but more probably the 
Minister will prefer to deal with each 
application on its merits without codi- 
fying the terms for the time being. 
Section 79B(11) speaks of “prescrib- 
ing” the amount which will be tax- 
able in the case of benefits received 
from a plan entered into prior to the 
end of 1957. This would cover, for 
instance, amounts received from exist- 
ing insurance policies which have 
been registered as savings plans dur- 
ing 1957, and it would seem likely 
that a formula will be published. 


In the meantime there is some un- 
certainty as to whether or not the 
legislation is complete and most of 
the published comment has been 
qualified to some extent. 
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Published Comment 

The general attitude of commen- 
tators appears to be one of caution. 
In all cases the “locked-in” feature 
of the contributions has been dis- 
cussed. A registered plan must not 
provide for a refund of any moneys 
to the subscriber other than in the 
form of a life annuity or a refund of 
premiums in the event of death be- 
fore the annuity starts. One’s inter- 
est in the plan cannot be used as se- 
curity for a loan, nor can the interest 
be assigned otherwise than by will. 
If an individual takes action to use 
or recover his savings during his life- 
time (other than in the form of an 
annuity), the plan automatically be- 
comes “de-registered”. Any payments 
out are then added to income and 
made subject to a minimum tax of 
25%. In other words, it is not pos- 
sible to withdraw the savings without 
a severe tax penalty. 

As one prominent pension consult- 
ant puts it, “It is often desirable and 
prudent to convert savings to cash. 
The tax penalty built into this new 
legislation will be a powerful de- 
terrent to any individual who might 
otherwise, and quite prudently, con- 
vert his savings to cash to take ad- 
vantage of opportunities which do 
come along.” It might also be added 
that, apart from taking advantage of 
opportunities, there may be the neces- 
sity of meeting financial emergencies. 


In view of the relief granted under 
the Income Tax Act, which provides 
for spreading of single payments 
made out of pension funds to em- 
ployees over three years, it is diffi- 
cult to reconcile the heavy taxation 
of similar payments from registered 
retirement savings plans. 


Furthermore, the only person who 
may be selected as a joint annuitant 
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is the purchaser’s spouse. This pro- 
vision could inflict hardship where, 
for example, the purchaser’s wife had 
predeceased him and there is some- 
one else, say a handicapped child, 
who is his dependent. He would be 
prevented from providing a life in- 
come for him. Time will tell whether 
the law will be broadened to cover 
exceptional cases such as this. 


There are some interesting tax im- 
plications. One writer has pointed 
out that some of the plans will be in- 
vested in whole or in part in equity 
shares which, in the event that they 
increase in value, will be subject to a 
capital gains tax when converted in- 
to a taxable annuity. Dividends ac- 
cumulating in the meanwhile will 
have lost the advantage of the 20% 
tax credit and, where applicable, de- 
pletion allowance. This may be true 
and there will no doubt be individual 
cases where these points will assume 
material importance. More often, 
however, the tax savings enjoyed 
while accumulating the fund during 
the higher income-earning years will 
more than offset the tax payments in 
retirement years (when income is apt 
to be lower and exemptions higher) 
even when a moderately substantial 
capital gain is included in the an- 
nuity purchase. 


To what extent will these plans be 
used? At the moment there appears 
to be much interest in them and if 
the number of representations urging 
the passage of the legislation is any 
criterion, they should be very popu- 
lar. 


Schemes Offered 

In the meantime, schemes have 
been announced by trust companies, 
insurance companies, the Govern- 
ment Annuities Branch, and some in- 
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vestment houses. The trust compan- 
ies have offered a choice of a fixed 
income or an equity plan and in some 
cases a combination of the two. Un- 
der the fixed income plan, contribu- 
tions will be invested in bonds, de- 
bentures, mortgages and other fixed 
income securities. The chief attrac- 
tions of this plan lie in the prospects 
of a good yield and relative security 
of capital. Under the equity plan, 
the investment emphasis would be on 
common shares. The anticipated 
rate of yield would be somewhat 
lower but in the event of long-term 
inflation a capital gain could be rea- 
sonably expected. The subscriber 
can pay his money and take his 
choice between these two plans. 

Life insurance companies and the 
Government Annuities Branch have a 
different basic approach. The re- 
tirement annuity is guaranteed and 
regular contributions are provided for 
at actuarial rates. In some cases, 
death benefits may be adjoined to 
the life insurance company contracts, 
but only the savings portion is de- 
ductible for income tax purposes. 


A Group Plan 

In addition to these publicly offer- 
ed plans which are available to every- 
one, there will be specially designed 
plans for business and professional 
associations. The first group profes- 
sional plan to be announced came 
from the Canadian Medical Associa- 
tion in September. As it could be a 
prototype for other group plans, it 
may be of interest to set out some of 
its details. 

The plan features an insured an- 
nuity segment guaranteeing fixed dol- 
lar income, administered by a life in- 
surance company, and a common 
stock investment fund administered 
by a trust company. Participation in 


each element of the fund can be var- 
ied within certain limits. The mini- 
mum annual contribution is $300 of 
which $100 must be invested in the 
annuity portion. Subject to these 
limits, the proportion may be varied 
from year to year as desired, as may 
be the gross contributions. The com- 
bination of these elements permits a 
fixed insurance guarantee for a por- 
tion of savings and at the same time 
some hedge in equities against pos- 
sible long-term inflation. 

It is pointed out by the adminis- 
trators that it might be prudent for 
younger members to consider the al- 
location of one-half of future contri- 
butions to each investment medium. 
Older members might scale down the 
proportion of contribution to common 
stock plans since trends of common 
stock values are less predictable on 
a short-term basis. As some further 
measure of protection against a short- 
term depression of common stock 
values immediately before retirement 
age, members may elect five years be- 
forehand to transfer the equity por- 
tion to the guaranteed portion in 20 
quarterly payments. 

A chartered bank will act as a col- 
lection medium for the plan. Savings 
accounts will be opened at conveni- 
ent branches for subscribers into 
which their deposits can be made. 
Interest will be allowed at the usual 
rates and the balances will be cleared 
quarterly to the trust company which 
will then transfer the annuity portion 
to the life insurance company and in- 
vest the remainder. It is interesting 
to note that the “locked-in” phase 
does not commence until the funds 
are received by the trust company. 

For convenience, contributions will 
be cleared to the trust company in 
amounts divisible by ten dollars. The 
portion transferred to the life insur- 
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ance company will be immediately 
converted into annuity contracts 
while the remainder or equity por- 
tion will be translated into units of 
the fund based on the quarterly valu- 
ation of the fund. 

The individual subscribers’ ac- 
counts will be maintained by the in- 
surance company. Annual - state- 
ments will be provided to each par- 
ticipant showing his contributions for 
the year and his status in each ele- 
ment of the fund of the plan at the 
end of the year. These statements 
will be used as the basis of the tax 
deduction claim when the participant 
files his annual tax return. 

So much for the mechanics of what 
may turn out to be a typical group 
retirement savings plan. How at- 
tractive it will be to the individual 
members of the medical profession 
remains to be seen. 


Individual Considerations 


In the meantime chartered account- 
ants will no doubt be asked for ad- 


vice. To sum up, here are some 
guiding thoughts and questions which 
might be applied to individual cir- 
cumstances: 

It almost goes without saying that 
the “locked-in” feature should be 
thoroughly understood by the pros- 
pective participant. F urther, in or- 
der to demonstrate the principle of 
the current tax savings and ultimate 
taxability of the annuity, it is easy to 
set up a theoretical table based on 
the client’s present circumstances. 
Such tables appear in most brochures 
already circulated by trust and insur- 
ance companies. Beyond this point 
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one must enter the realm of specula- 
tion. Will future earnings be main- 
tained and the plan thus fulfilled? 
Has the client ample reserves for 
emergencies? It might be well to 
compute the tax liability in the event 
of a forced withdrawal from the 
scheme owing to an unforeseen finan- 
cial reverse in say five or ten years 
time. 

In general the legislation should 
appeal to those self-employed and 
professional people with settled em- 
ployment and income in the higher 
tax brackets. At the same time there 
will be an opportunity for anyone to 
supplement a plan which does not al- 
ready provide for the full limit of 
exemption. Owing to the restriction 
on the amount which may be put to 
one side in any one year, however, 
it will not entirely solve the problem 
of the small group of professional en- 
tertainers, authors and others who 
may enjoy spectacular earnings for 
a short period of time. Younger pro- 
fessional men “on the way up” may 
debate whether or not it is wise to 
lock up savings which might other- 
wise be used for capital as some op- 
portunity arises. 

What division, if any, should be 
made between guaranteed plans and 
equity plans? Should the younger 
man favour the equity plan? Is the 
relative rigidity of the group plan to 
be preferred to flexibility of an indi- 
vidual plan? For those individualists 
who like to manage their own af- 
fairs there would appear to be some 
scope in designing highly individual 
plans within the requirements for 
registration. 
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Technical Training and Study 
Combined - A New Approach 


C. L. MITCHELL 


THE COMBINED B.Com - C.A. program 
is an educational pattern which en- 
ables a student with a junior matricu- 
lation standing to earn a degree at the 
University of British Columbia and 
gain admission to the Institute of 
Chartered Accountants of British Co- 
lumbia in a period of slightly over 
six years. This is two years less than 
the time required in the past to at- 
tain these two objectives. 


Reasons for Program 

In the early development of the 
more established professions, the re- 
sponsibility for the training of future 
members was left to the individual 
members. As these professions de- 
veloped and matured, this informal 
method was supplemented by central- 
ized educational facilities provided 
by the profession. As the body of 
knowledge increased, the responsi- 
bility for educating future members 
of the profession was transferred to 
the social organization created for 
higher education, namely the univer- 
sity. This latter step was taken not 
because the professional body failed 
to provide adequate technical train- 
ing but because it recognized the 
need for a broad social and cultural 
background for its members. 


For the same reasons that medi- 
cine, law and engineering generally 
require university graduation as a 
prerequisite for entrance to the pro- 
fession, many chartered accountants 
have felt that a gradual movement in 
this direction is desirable for them 
also. The B.Com.-C.A. program is 
an attempt to develop a closer liaison 
with universities for this purpose. 


An 18-year-old boy on receiving his 
junior matriculation has several al- 
ternatives open to him. The major- 
ity of those who have the ability 
want to continue their education and 
receive a university degree. How- 
ever, after 12 years of study at school, 
the further eight years required to re- 
ceive both a B.Com. and a C.A. may 
seem a lifetime. This is the same 
period required to become a prac- 
tising M.D., two years more than that 
required for admission to the Bar, 
and three years more than that re- 
quired to become an engineer. In 
deciding upon these alternatives, time 
is an important factor. As a means of 
overcoming this problem the B.Com.- 
C.A. program was developed to re- 
duce the time to parallel that requir- 
ed for the legal profession, six years. 


A profession is no better than the 
individuals that compose it. To re- 
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tain the high standards of chartered 
accountants, we must recruit able 
students. More superior students 
should be attracted to the profession 
through the development of an edu- 
cational process which allows a stu- 
dent to obtain both a university de- 
gree and a professional certificate 
within a reasonable period of time 
without reduction in standards. 

Some capable students feel they 
must begin to apply the knowledge 
gained in the classroom immediately 
and cannot face the prospect of con- 
tinuing to university on graduation 
from high school. For this group the 
program has particular appeal. The 
combination of practical experience 
and university life is integrated in 
such a way that they are able to ap- 
preciate the advantages and derive 
the greatest benefit from both. 


Details of the Program 


Before presenting the complete pic- 
ture of the combined program the 
pattern of each program will be pre- 
sented separately. 

Normally to obtain a Bachelor of 
Commerce degree from junior ma- 
triculation, a student spends five win- 
ter sessions in full time attendance 
at the university, beginning about the 
middle of September and continuing 
until the end of April. During this 
period his studies will be apportioned 
at about 50% in the field of the gen- 
eral arts, 25% in the general commer- 
cial field and 25% in the accounting 
area. The student studies these sec- 
tions generally in the sequence in 
which they have been presented 
above. During the five years he is 
required to complete the equivalent 
of 29 full year courses of three hours 
of lectures per week. 


For the C.A. program, in order to 
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gain admission to the Institute the 
student may attend one year of uni- 
versity to obtain his senior matricula- 
tion, and for the next five years article 
with a chartered accountant in public 
practice. During this latter period he 
undertakes a formal study program 
and completes examinations during 
each of the five years — three in ac- 
counting and auditing, two in law, 
one in English and one in economics. 
The formal study program is offered 
during November to May, and the 
examinations are held in September 
or October. 

In framing the B.Com. -C.A. pro- 
gram both the university and the In- 
stitute have recognized the education- 
al status of the other party’s program. 
The university allows the student 
credit for six of the required univer- 
sity courses in the accounting area, 
and the Institute does not require the 
student to undertake the English and 
economics courses and examinations. 
A student entering the combined pro- 
gram would undertake the following 
studies and examinations following 
completion of first year university 
(which is common to the two separ- 
ate programs ): 


First year 

May 15 — Aug 15 — at university 
English literature and composition 
Principles of economics 
Mathematical theory of investments 


Aug 15 — May 15 — in articles — 
(1st year of Institute course) 


Accounting — 17 lessons 
Auditing — 7 lessons 
Law — 4 lectures 
Economics — 1 lecture 


May 15 — Aug 15 — at university 
Economic geography 
Fundamentals of business 
Money and banking 
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Second year 
Aug 15 — May 15 — in articles 
(2nd year of Institute course) 


Accounting — 11 lessons 
Auditing — 5 lessons 
Law — 4 lessons 


May 15 — Aug 15 — at university 
Statistics 
Production 
Marketing 


Third Year 

Aug 15 — May 15 — in articles 
(8rd year of Institute course) 
Accounting — 13 lessons 
Auditing — 10 lessons 

May 15 — Aug 15 — at university 
Cost accounting 
Business finance 
Constitutional government 


Fourth Year 
Aug 15 — May 15 — in articles 
(4th year of Institute course) 


Accounting — 10 lessons 
Cost accounting — 7 lessons 
Business finance — 4 lessons 
Auditing — 4 lessons 
Income tax — 6 lessons 
Law — 4 lessons 


May 15 — Aug 15 — at university 
Government finance® 
Controls 
Insurance 


Fifth year 


Aug 15 — May 15 — in articles 
(5th year of Institute course) 


Accounting — 18 lessons 
Auditing — 7 lessons 
Taxation — 1 lesson 


May 15 — Aug 15 — at university 
Graduating essay 
Policy and administration 
Business systems 
Business and government® 
*These courses are selections from 
those that the students may study. 


Before the first group of students 
began the program, a committee of 
the B.C. Institute studied the ques- 


tion of salaries for students who 
would be working for their principals 
for eight months only in each year, 
but who would have no other source 
of earnings to maintain themselves 
for the whole year and to pay their 
university fees. A scale of pay which 
seemed to offer a reasonable solution 
to both sides of the problem was re- 
commended to practising members, 
and it is believed that most principals 
employing students under the com- 
bined program are following the 
broad lines of the recommendations. 


In the long run there may be rela- 
tively little difference for the prin- 
cipal between the total costs of em- 
ploying either a student in the pro- 
gram or a student with a university 
degree, or for that matter a five-year 
senior matriculation student. Any dif- 
ference that does arise may be par- 
tially or wholly counterbalanced by 
the fact that the student is available 
during the “busy” season, and not 
idle, as may happen in some offices, 
for desultory periods during the sum- 
mer. 


Pros and Cons 

From the standpoint of a student 
the combined B.Com. -C.A. program 
has the following advantages: 


1. He saves two years over the time 

required to gain both qualifica- 
tions. 

There is a combination of prac- 

tical experience and _ university 

education. As a result, both pro- 
cesses are more meaningful and 
rewarding. 

On the other hand a student must 

accept certain disadvantages: 

1. His decision for a career in ac- 
countancy is made four years 
earlier, while he is still unfam- 
iliar with other opportunities. 


bo 








2. The extra-curricular activities, an 
important part of university life, 
are curtailed. 

8. He will not be given the same op- 
portunity of mingling with stu- 
dents of other disciplines at the 
university. 

Today, a university education is not 
necessarily dependent on parental 
financial support. As a result there is 
little difference between these pro- 
grams from that point of view, since 
in both cases a student may earn 
enough to pay for the cost of his edu- 
cation and maintain himself at a mod- 
erate standard of living. 

From the standpoint of the char- 
tered accountant in public practice, 
a student enrolled in the combined 
program offers his employer the fol- 
lowing advantages: 

1. He is available during the peak 
work period (January to April). 

2. During a five year period the stu- 
dent has an opportunity to be- 
come fully familiar with the 
routines of the particular office. 

3. A three month change each year 
will leave the student refreshed 
for the balance of the year. 

On the other hand, a student in 
the combined program is absent for 
a three month period and the clients 
for whom he may be responsible 
must be handled by another staff 
member. Obviously, in order to keep 
his office running in the summer, a 
practising member must set limits 
to the proportion of his student staff 
that he can engage under the com- 
bined program. 
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Progress to Date 

Owing to the experimental nature 
of the program the enrolment of 
students has proceeded rather slow- 
ly. In the first three years, 17 stu- 
dents enrolled, and in the past year, 
12 students were added, giving a total 
of 29 students at September 1, 1957, 
serving articles with 14 firms of 
chartered accountants. The aca- 
demic record of the students is well 
above that of the average winter ses- 
sion university student. They have 
written 162 university examinations 
and results show only three failures. 
These figures confirm that the capa- 
city of these students is above normal 
and, more important, the nature of 
the program has motivated them to 
develop this capacity. 

Reports so far received from prin- 
cipals indicate that they are satis- 
fied with the type of student who 
has volunteered for the combined 
course and pleased with the training 
and broad outlook they are acquiring 
from the university half of the pro- 
gram. 


Conclusion 

The B.Com. - C.A. program in Brit- 
ish Columbia no longer is an experi- 
ment. It has taken its place along 
with the more traditional educational 
programs as another means of enter- 
ing the profession of accountancy. 
The future growth in the number of 
students participating now depends 
to a marked degree upon the encour- 
agement given to the program by 
members of the profession. 
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Accounting Research 


Notes TO FINANCIAL STATEMENTS 
Gertrude Mulcahy, C.A. 


In recent years, the use of notes to 
financial statements has become com- 
mon practice. Approximately 75% of 
the 300 Canadian companies, whose 
annual reports for 1955 and 1956 
were analyzed by the C.I.C.A. re- 
search staff, followed this method of 
disclosing information relating to the 
financial statements. The 1956 edi- 
tion of “Accounting Trends and Tech- 
niques”, based on a survey of the an- 
nual reports of 600 American indus- 
trial and commercial corporations, 
showed that 90% of the survey com- 
panies adopted this practice in their 
reports for 1955. 

A note to financial statements has 
been defined as “a disclosure by 
management of pertinent informa- 
tion which it is not feasible or cus- 
tomary to incorporate in the state- 
ments themselves”.' Basically, notes 
are only a medium of disclosure, by 
which information necessary for the 
proper interpretation of financial 
statements is provided. In Bulletin 
No. 14, the Committee on Accounting 
and Auditing Research of the Can- 
adian Institute of Chartered Account- 
ants stated that notes appended to fi- 
nancial statements “for the purpose of 
clarification or further disclosure are 
considered to have the same signi- 
ficance as if the explanations were 
placed against the items concerned”. 


1 C. L. Bulloch, The Journal of Account- 
ancy, July 1956. 


Director of 
Research, C.1.C.A. 


Reference to Notes 

Since every note to the financial 
statements is an integral part of them, 
the Committee suggested that “a 
reference thereto should appear on 
the financial statements” and, specifi- 
cally, that “the wording of items con- 
cerned contains references to the 
notes, as such incorporation by 
reference emphasizes the fact that the 
notes are part of the financial state- 
ments” (Bulletin No. 14). 

A review of the practices followed 
by the 227 Canadian survey com- 
panies who included notes in their 
reports for 1956 shows that 102 com- 
panies made direct reference to the 
notes in the descriptions of the relat- 
ed items in the statements, as recom- 
mended by the committee; 18 fol- 
lowed the same procedure but also 
included a general reference, such as 
“See accompanying notes to financial 
statements” and “The accompanying 
explanatory notes are an_ integral 
part of these financial statements”; 
11 included only a general refer- 
ence in the statements without any 
specific annotations ; 11 incorporated 
notes within the statements them- 
selves, setting them out immediately 
below or in the descriptions of the 
items to which they referred; and 
85 included notes either at the 
bottom of the financial statements 
or on a separate page but made 
no reference to the notes in the 
statements themselves. 

Of the 29 general references, 17 
were worded so as to emphasize the 
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fact that the notes were an integral 
part of the financial statements. 
Wordings, such as “The accompany- 
ing notes are an integral part of this 
statement and should be read in con- 
junction therewith”, “The accompany- 
ing explanatory notes are an integral 
part of these financial statements”, 
and “The attached notes to the finan- 
cial statements should be read with 
the statements”, were used. In the 
remaining 12 cases, the reference was 
limited to such expressions as “See 
notes to financial statements”, “See 
accompanying notes to financial state- 
ments”, and “Refer to financial notes 


”» 


on page..... 


Types of Information 

Information disclosed by way of 
notes can be classified into three 
broad categories: financial data not 
included in the financial statements, 
accounting information and explana- 
tions essential to the proper under- 
standing of the statements, and events 
subsequent to the date of the state- 
ments, which may have a material ef- 
fect on the future prospects of the 
company. 
FINANCIAL DaTa 


The presentation of financial data 
in notes rather than in the statements 
themselves frequently represents an 
endeavour to simplify the structure 
of the statements and to make them 
more understandable. While it is 
generally recognized that as much of 
the essential details as possible should 
be included in the statements rather 
than the notes, the inclusion of all the 
data relating to the various balances 
sometimes makes the statements far 
too lengthy and cumbersome and is 
apt to detract from the essential facts. 
Under such circumstances, notes can 
be used to advantage to eliminate un- 
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usually lengthy details from the f- 
nancial statements. Among Canadian 
companies, notes for this purpose 
have been used most frequently in 
connection with long-term indebted- 
ness and capital stock outstanding as 
at the balance sheet date. 


Notes are also used fairly exten- 
sively as a means of providing specific 
financial details required by regula- 
tory statutes and bodies, where such 
items have not been distinguished 
within the financial statements. 
Among the Canadian survey com- 
panies, notes for this specific purpose 
usually applied to the statement of 
profit and loss and set out such 
items as “Directors’ fees”, “Cur- 
rent provision for depreciation”, 
“Legal fees”, “Amortization of in- 
tangibles”, etc. 


Notes to financial statements have 
become generally accepted as the 
most suitable means of providing fi- 
nancial data which, by convention, 
are not included in the statements. Ar- 
rears of dividends on cumulative pre- 
ference shares and outstanding op- 
tions for purchase or conversion of 
capital stock are examples of de- 
tails which, because of their na- 
ture, are not usually incorporated in 
the financial statements but which 
should be disclosed in order to pro- 
vide adequate presentation. 


Contingent liabilities are frequent- 
ly shown by way of notes rather than 
being disclosed by figures in the bal- 
ance sheet. These two methods of 
presentation reflect a basic difference 
in the attitude on the part of manage- 
ment with respect to these obliga- 
tions. 


Disclosure by way of notes indi- 
cates that management acknowledges 
the possibility that certain legal ob- 
ligations might arise out of present 
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circumstances but is not prepared to 
incorporate an estimate of such lia- 
bilities in the company’s records or 
statements. This position is based 
upon the theory that the inclusion of 
such estimates might be interpreted 
as implying that the management ad- 
mits to the obligation and that the 
amount of such estimates might be 
used as a measure of the claim 
against the company. 

The inclusion of contingency lia- 
bilities in the financial statements 
themselves indicates that manage- 
ment acknowledges the possible exist- 
ence of claims against the company 
and has made a specific appropriation 
or estimate to take care of such lia- 
bilities if and when they become a 
legal obligation. 

In the group of Canadian compan- 
ies showing notes to the financial 
statements in their reports for 1955 
and 1956, approximately 75% included 
notes which provided financial data 
not included in the statements. The 
following list sets out, in order of oc- 
currence, the actual details which 
appeared to any extent in these notes: 
current expense for directors’ fees and 
executive remuneration, contingent 
liabilities, details of long-term indebt- 
edness, current charge for deprecia- 
tion, current expense for legal fees, 
changes in capital stock during the 
year, details of the classes of capital 
stock, share options, details of fixed 
assets, details of inventories, and ar- 
rears of dividends on cumulative pre- 
ference shares. 


Accounting Information and 
Explanations 

Notes to financial statements are 
frequently employed as the most suit- 
able means of providing accounting 
information and explanations essen- 
tial to the proper interpretation of 
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the significance of the financial data 
included in the financial statements. 


Interpretive notes generally relate 
to accounting principles and practices 
applied in the preparation of the 
statements. Among the Canadian 
survey companies, explanations of the 
basis of the current charge for income 
taxes and of the deferred income tax 
credit shown in the balance sheet 
made up the bulk of the notes having 
to do with accounting principles. Ex- 
planations of the bases of the valua- 
tion of assets, where the bases were 
not self-evident in the financial state- 
ments, were also often set out in this 
way. Notes were used fairly exten- 
sively to explain such matters as basis 
of consolidation of subsidiary com- 
panies, basis of conversion of amounts 
from foreign currencies to the cur- 
rency in which the financial state- 
ments are expressed, the company’s 
policy for depreciating fixed assets, 
and the accounting treatment of the 
profit and loss of non-consolidated 
subsidiaries. 

The minimum standards of dis- 
closure presented by the committee in 
Bulletin No. 14 state that, unless 
otherwise apparent in the financial 
statements, disclosure should be 
made, by way of note, of: “Particulars 
of any change in accounting principle 
or practice or in the method of apply- 
ing any principle, affecting the com- 
parability of the current statements 
and the previous year’s statements”. 
Of the notes included by the Cana- 
dian survey companies with respect 
to accounting principles and prac- 
tices, 14% indicated that a change had 
been made in the current year. 


Adequate presentation calls for the 
disclosure of “any contractual obliga- 
tions which may require abnormal ex- 
penditures in relation to the com- 
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pany’s normal requirements or finan- 
cial position or which are likely to in- 
volve losses not provided for in the 
accounts” (Bulletin No. 14). Ordi- 
narily, such commitments cannot 
readily be reported in the body of 
the statements and it has become gen- 
erally accepted practice to disclose 
their existence by a note. Contracts 
for the purchase or construction of 
fixed assets and long-term leases were 
the two main types of commitments 
included in the notes appended to the 
financial statements of the Canadian 
survey companies. Restrictions on 
the availability of accumulated earn- 
ings for dividend purposes were set 
out in a number of cases. 

In the group of Canadian compan- 
ies showing notes to the financial 
statements, approximately 70% in- 
cluded information and explanations 
required for interpretive purposes. 
Disclosure relating to the application 
of accounting principles appeared 
most frequently with contractual obli- 
gations and changes in accounting 
practices ranking second and third. 


SUBSEQUENT EVENTS 

Notes to the financial statements 
are used as the proper means of dis- 
closing events subsequent to date of 
the statements which do not have any 
direct effect on the historical facts as 
reported in the statements but which 
may have a material effect on the 
company’s future operations and fi- 
nancial conditions. Disclosure of 
such subsequent events is required on 
the grounds that they are essential to 
the usefulness of the financial state- 
ments in interpreting the future po- 
tentialities of the company. 

A very small proportion of the 
notes included by the Canadian sur- 
vey companies fell into this category. 
However, such subsequent events as 


THE CANADIAN CHARTERED ACCOUNTANT NOVEMBER, 1957 


issue of debentures, sale of assets, 
purchase of shares of another com- 
pany, and change in capital stock, 
were disclosed. 


Notes and Auditor’s Comments 


It has been suggested that there is 
a certain similarity between footnotes 
to financial statements and notes and 
explanations included in the auditor’s 
report, as both are means by which 
information not presented in the fi- 
nancial statements is disclosed. How- 
ever, this similarity is entirely super- 
ficial. As pointed out earlier in this 
discussion, the notes are an integral 
part of the financial statements and 
merely represent what management 
considers to be the most satisfactory 
means of reporting necessary informa- 
tion. Notes constitute disclosure 
made by management. In contrast, 
explanations and information includ- 
ed in the auditor’s report are not part 
of the financial statements but rather 
disclosure made by the auditor of es- 
sential information which has not 
been provided by management. 


Notes to the financial statements do 
not necessarily imply a deficiency in 
the presentation of the financial state- 
ments themselves, since they fre- 
quently relate to information which 
cannot satisfactorily be included in 
the statement. The auditor’s com- 
ments and explanations, on the other 
hand, are often a direct indication 
that the disclosure provided by man- 
agement is deficient. 


In order to avoid the possibility of 
the auditor's comments, providing 
factual explanation or information, 
being interpreted as qualifications of 
his opinion, the auditor should, in 
every case, urge management to in- 
corporate this information either in 
the statements or in notes appended 
thereto. 
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Some Views on Bulletin No. 14 


Kingston, Ont., Sept. 23, 1957 


Bulletin No. 14 


Sir: I notice that the recent C.I.C.A. Bul- 
letin No. 14 (superseding Bulletin No. 1) 
includes the following opinion in its dis- 
cussion of accounts and notes receivable: 
“Since it is to be assumed that adequate 
allowance for doubtful accounts has been 
made if no statement is made to the con- 
trary, it is not considered necessary to 
refer to such an allowance.” Bulletin No. 1 
had said: “If the reserve for doubtful ac- 
counts is not shown separately it should be 
indicated in parenthesis or otherwise that 
such a reserve has been deducted.” 


There will probably be general agreement 
that Bulletin No. 14 takes a step forward 
in a number of respects in its statement of 
standards of disclosures in financial state- 
ments; in this one respect, however, I sub- 
mit that it has taken a step backwards. 


There is a good argument often for the 
view that showing the amount of the allow- 
ance for doubtful accounts serves no use- 
ful purpose, but the treatment by which 
the allowance was deducted from the face 
value of the accounts receivable, or the 
simple description “Accounts receivable less 
allowance for doubtful accounts” at least 
indicated the existence of such an allow- 
ance. In turn it implied that the net figure 
presented for accounts receivable was their 
estimated collectible amount. 


I believe that if the significance and 
limitations of the balance sheet are to be 
understood by its readers, it is important 
that the balance sheet should disclose the 
basis of valuation of every item the dollar 
amount of which is a matter of opinion. 
Since the basis of valuation is different 
from one item to another (cost for invest- 
ments, lower of cost and market for in- 
ventories, cost less recorded depreciation for 
fixed assets), is it not assuming a good 
deal to say that the reader of a balance 
sheet, without guidance, will suppose ac- 


counts receivable to be shown “at estimated 
collectible amount”? 


One can detect, I think, an underlying 
assumption on the part of the committee 
that allowances for doubtful accounts are 
not important nowadays. But it is conceiv- 
able (though we hope not) that they 
might sometime become important for the 
economy as a whole, or they may be im- 
portant for a particular company with re- 
spect to a large individual customer. If 
the amount of the allowance for doubtful 
accounts which is regarded as adequate is 
substantial in relation to the total accounts 
receivable, is this not a significant financial 
fact requiring disclosure somewhere on the 
balance sheet? 


I have also been wondering about the 
position of an auditor who has to express an 
opinion on the fairness of the financial 
picture reflected by the balance sheet. The 
bulletin is evidently assuming that the 
auditor would qualify his report if a client 
insisted on presenting accounts receivable 
at face value when there was clearly a need 
for an allowance of significant amount; but 
there is a sense (though contrary to the 
bulletin) in which the client could argue 
that what he was showing was true when 
he presented accounts receivable, with no 
qualifying description, at a figure which 
represented the total amounts currently 
owing by customers. 

J. E. Smytu, F.C.A. 
Associate Professor, 
Queen’s University 


A Reply to Professor Smyth * 


Sir: Professor Smyth’s letter deals with an 
important item in Bulletin No. 14 and 
his points are well taken. The question of 
reference, on the balance sheet, to the 
allowance for doubtful accounts received 
considerable attention when the Research 
Committee was preparing the bulletin. The 
committee’s conclusion was that it is a well 
accepted principle that an unqualified re- 
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port could not be given in any case where 
adequate allowance had not been made for 
doubtful accounts. It seems reasonable to 
assume that this is understood by all of 
those who understand balance sheet presen- 
tation. Accordingly it was thought that 
reference to an allowance was unnecessary 
where adequate allowance had been made, 
and that without any indication of the 
amount of the allowance, reference to it 
provided no additional insight. 

Professor Smyth’s view is that the balance 
sheet should disclose the basis of valuation 
for every amount that is a matter of 
opinion. 

It is fair to suggest that the basis of 
valuation is not really a matter of opinion 
since the bulletia makes it clear that the 
accepted valuation of accounts receivable is 
that which makes allowance for doubtful 
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accounts. The accepted definition of cur- 
rent assets leads to the conclusion that the 
estimated uncollectiblg portion of accounts 
receivable cannot be included as a current 
asset. Adherence of auditors to the pre- 
cepts of Bulletin No. 14 will avoid the 
argument that the presentation of amounts 
currently owing by customers, without 
allowance where needed, is proper. 

It is noteworthy that at the 1957 annual 
conference of the C.I.C.A. in Saskatoon, 
Mr. M. A. Bradshaw, discussing the view- 
point of life insurance companies, stated 
that they expected that the auditor, in issu- 
ing unqualified reports, has met the stand- 
ards as set out in the C.I.C.A. bulletins. No 
doubt this view is a general one. 

L. G. Macpuerson, F.C.A. 
C.I.C.A. Research Director 





7 


ur- 
he 
nts 


re- 
he 
nts 
ut 





} 
F 
; 
t 





Edited by GEOFFREY H. WARD, C.A. 


Practitioners Forum 


EMERGENCY ASSISTANCE FOR DISABLED 
PRACTITIONERS 

At the the 1956 annual meeting of 
the American Institute of Certified 
Public Accountants, held in Seattle, 
there was a discussion of problems 
arising out of changes in partnerships, 
including mergers, admission and re- 
tirement of partners. Of particular in- 
terest to sole practitioners was the 
paper “Practitioners Emergency As- 
sistance” by B. B. Isaacson, C.P.A. 
Some quotations and excerpts from 
his talk follow: 


An Unfortunate Experience 

Jim Hunt was a C.P.A. who prac- 
tised for 25 years on his own account 
and built up a nice little practice. He 
had two juniors working with him 
and a girl in the office. He practised 
in a town where there were two 
other C.P.A.’s and several public ac- 
countants. 

When Jim Hunt died of a heart at- 
tack, his widow did not know where 
to turn. After funeral arrangements 
had been made and the excitement of 
the tragedy died down, the widow 
wondered what she should do. What 
arrangements had her husband made 
for such an event? Had he talked to 
any other C.P.A. about his practice? 

Was his practice promised to his 
juniors, his competitors, his friend in 
a nearby town? Why hadn't he dis- 
cussed anything with her? 

She had no one to talk with ex- 
cept Jim Hunt’s personal attorney. 
After consultation with him, they 


found that it would not be feasible 
for the two juniors to take over the 
practice because they were not quali- 
fied to handle the type of work that 
was done personally by Jim Hunt. 
Mrs. Hunt, after many weeks of de- 
lay finally made arrangements with 
another accountant to take over the 
practice and pay her 40% of the gross 
fees that were collected during the 
coming year from her husband’s ac- 
counts. 

Meanwhile some of the clients, be- 
cause no one contacted them or told 
them anything, made arrangements 
with other firms, some local and 
some from nearby towns. The prac- 
tice started to dissipate. Much of the 
value of the business that Jim Hunt 
had taken 25 years to build up seem- 
ed to go down the drain because of 
lack of planning. No provision had 
been made in the event of his sudden 
disablement or death. 


How Can This Be Avoided? 

If proper arrangements are made 
in advance with another firm of ac- 
countants, the clients will receive the 
attention they require without in- 
terruption. The widow or estate will 
receive 100% (or other agreed per- 
centage) of the gross fees that her 
husband would have earned in one 
year, and a fair price for the furniture 
and equipment. In the event of pro- 
longed illness the practice would be 
taken care of and held together. 

The procedure should provide for 
the notification of clients, by tele- 
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phone and letter, as to the arrange- 
ments made to service their accounts 
and the clients agreement obtained. 
Also the working papers and any 
other necessary information regarding 
the client should be turned over to 
the new accountant. 


The Problem 

During the post-war years many 
more practitioners went into rural 
areas than ever before, and many 
who remained in the urban areas 
found that age had been creeping up 
on them. As a man became older he 
began to wonder how his practice 
would be disposed of in the event 
of his death; or, in the event of a 
severe and prolonged illness, how his 
clients would be looked after. What 
would become of his family with 
his income considerably reduced? 
Those who went into rural areas 
began to wonder the same thing. 
What would happen if they became 
ill for a long period of time or if they 
died with no arrangements whatso- 
ever for the disposition of their prac- 
tice? 

The American Institute of Certified 
Public Accountants’ Advisory Com- 
mittee of Local Practitioners realized 
that sole practitioners needed assist- 
ance. From all over the country, 
members of this committee began to 
sense that within their own areas 
there was a need for looking after the 
practice of the sick practitioner and 
the estates of those who died while 
in practice. Somehow along the way, 
the practitioner would take care of 
everyone else’s problem but his own. 
Many made no provision whatsoever 
for the disposition of their practices 
or for any working arrangements 
with other practitioners in the event 
of illness or death. We in the ac- 
counting profession are logical indi- 
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viduals. We have experience in busi- 
ness and know that plans must be 
laid long in advance if they are to be 
carried out in an orderly and proper 
fashion. 


The Solution 

Several different plans have been 
evolved in various states. One of 
the best, developed by a committee 
of local practitioners in Bridgeport, 
Connecticut, works as follows: 


In case of illness— 

Upon notification of the serious ill- 
ness of the accountant the emergency 
program is put into effect. The steps 
are as follows: 

1. A member of the committee noti- 
fies the clients of the situation on 
the disabled accountant’s letter- 
head. 

2. Working papers are distributed to 
the other accountants who have 
agreed to the plan and work be- 
gins. 

8. The assisting accountant bills on 
behalf of the disabled account- 
ant. When the fees are collected 
they are deposited to the disabled 
accountant’s bank. 

4. When the disabled accountant 
gets back to work, everything is 
returned to him and settlement 
with the assisting practitioner is 
made. In case this assistance ex- 
tends over a long period of time 
interim payments can be made 
on account. 


In case of death— 

The widow or estate is contacted 
and a conference arranged in the 
presence of her attorney. In each 
case arrangements will have been 
made with a successor accountant 
who will have agreed to pay a per- 
centage of the fees received, for a cer- 
tain number of years, from the clients 
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PRACTITIONERS FORUM 


turned over. The successor will ar- 
range for the disposal of the office 
furniture and equipment on behalf of 
the widow or the estate. Clients will 
be notified by telephone. This will 
be followed by a letter, on the de- 
ceased practitioner’s stationery, from 
his widow or estate. Upon receipt of 
the client’s consent the working 
papers will be distributed to the suc- 
cessor. At this time the new auditor 
will personally call on each client and 
work will commence. The successor 
will arrange to complete the out- 
standing billing, collect outstanding 
accounts and other matters on behalf 
of the estate. 


Benefits to the Profession 


The accounting profession can be 
helped considerably by the adoption 
of such emergency plans. The reason 
is quite simple. The public, when it 
learns that the accounting profession 
has provided for emergency assist- 
ance to a practitioner when he be- 
comes ill, will feel quite secure in the 
knowledge that their affairs will be 
taken care of properly even in the 
event of illness of a prolonged nature. 
The practitioner’s family will feel 
more secure when it learns that in 
the event of severe illness or death, 
the practice which had been built 
up over the years can be continued 
for some period of time when the 
proprietor is ill and can be satis- 
factorily disposed of upon his death. 
Accountants will not hesitate to go 
into more rural areas or remain as a 
sole practitioner. 

Many partnerships and mergers 
have arisen because of this very 
problem. Some people created part- 
nerships they did not want or that 
they were not too happy to make, to 
provide security for their family. 

Summing up the situation is this 
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quotation from Dixon Fagerberg’s 
column “The Practitioners Forum” in 
The Journal of Accountancy, October 
1955. 


“The Benefits of Planned Transfers 
of Practices 

“The American Institute of [Certi- 
fied Public] Accountants advisory 
committee of local practitioners has 
pioneered in developing an orderly 
plan for transferring the practices of 
deceased or disabled practitioners. 

“The committee’s work continues, 
heartened by success in the first 
actual experiment and by the accel- 
erating interest being displayed by 
practitioners in all localities as they 
learn about the projected develop- 
ments. 


“Now, to make sure that the ob- 
jectives are fully understood, and to 
boost the committee in its remaining 
work, let us briefly trace through the 
expected benefits to the three im- 
portant parties affected. 


“The deceased practitioner's estate — 

“There is many a practitioner today 
who, until recently, entertained little 
hope, or only random hope, for sal- 
vaging anything substantial from his 
practice when the time arrived that 
he could no longer carry it on. The 
dismal thought was that the clients 
would have to transplant themselves 
to other hands as best they could, 
while his estate’s main efforts would 
be to try to collect the accounts re- 
ceivable. To such a practitioner, the 
new possibility of being able to real- 
ize as much as one year’s additional 
gross fees comes as a complete (and 
completely pleasant) surprise. With- 
out question, the greatest and most 
direct benefits of a preplanned trans- 
fer of a practice go to the family of 
the deceased or disabled practitioner. 
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“The transferred client — 

“To put it very mildly, the trans- 
ferring of his account to another 
office is likely to be an annoying, un- 
pleasant, and inconvenient task for 
the average client. The onus is 
largely removed, however, when he 
can rest assured that such transfer 
can and will be made smoothly to an- 
other practitioner of his own choice 
through the good offices of a special 
committee of the nearest chapter of 
the state society. The fact that this 
machinery is being provided for his 
service and benefit, as well as for the 
estate involved, cannot fail to impress 
him anew with the high public aims 
and sincere service standards of the 
public accounting profession. 


“The practitioner who purchases 
the account 

“The office taking over the new ac- 
count benefits because the transfer is 
effected in a timely, considerate, dig- 
nified, and mutually confident man- 
ner. His pecuniary benefits from the 
arrangement are, it is true, deferred 
to the future. Nevertheless, he has 
the satisfaction of knowing that he is 
helping his erstwhile colleague and at 
the same time cementing the good- 
will between his profession and his 
community. Topping all this, he can 
note with satisfaction that he is forg- 
ing one more link in a permanent 
chain that some day may inure to the 
substantial direct benefit of his own 
family. 





The editor of Practitioners Forum cordially invites 
correspondence from his readers on any matter of 
interest to the practitioner. 
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“Action Indicated 

“If you support these objectives, 
there are at least two steps you can 
take now to put this far-reaching pro- 
ject over the hump. First, you can 
urge that a ‘disaster’ committee be 
set up in your area. Secondly, you 
can begin to get your own practice in 
transferable condition by assembling 
the necessary data concerning your 
clientele, as outlined so clearly at 
page 22, Chapter 2, of the CPA 
Handbook. This data includes: 


Date of acquisition of client. 
Type of service performed. 
Dates and places of performing 
services. 

Fiscal year. 

Time and fees last three years. 
Time and fees this year. 

Time and fees estimated for next 
year. 

Dates of billings and payments. 
Financial status of clients 

(in general terms. )” 


oN 


UD ote 
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In Canada 


We in Canada can benefit from 
the advice given above as it is equal- 
ly applicable to us. In order to put 
such a plan into effect those inter- 
ested could ask their provincial In- 
stitute to form a committee to con- 
sider the problem and decide on a 
plan to meet the needs of each local- 
ity. A more personal solution would 
be to approach another firm and 
make a private arrangement with it. 
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| Tax Review 


SOME OF THE “NOTHINGS” 

Deductible expenditures under the 
Canadian Income Tax Act fall into 
two classes— 

(a) Those items which are of a cap- 
ital nature and subject to annual 
write-off under the capital cost 
allowance regulations, and 

(b) Expenses of a current nature 
which are deductible in the year 
of expenditure. 

There is another class of expendi- 
ture, however, which is recognized 
under sound accounting practices, the 
items of which, nonetheless, are not 
recognized for tax purposes and con- 
sequently are of no tax benefit to tax- 
payers generally. Many professional 
people refer, familiarly and colloqui- 
ally, to an item which falls in this 
class as a “nothing”. 

Most of these “nothings” stem from 
decisions of the Courts and usually 
from an adverse decision (to the tax- 
payer!) under the provisions of para- 
graphs (a) and (b) of section 12(1) 
of the Income Tax Act. 

These are the well-known and oft- 
discussed paragraphs, which establish 
the general rules of deductibility, viz: 
“(a) That an outlay or expense be for 

the purpose of gaining or pro- 
ducing income from property or 
a business; and 

(b) That no deduction shall be 
made in respect of an outlay, 
loss or replacement of capital, a 
rs on account of capital 

. (depreciation, obsolesc- 
ence and depletion excepted ). 
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BY A. WILLARD HAMILTON, C.A. 


It is not the purpose here to ana- 
lyze at length the meaning of para- 
graphs (a) and (b) of section 12(1), as 
a discussion of the terminology can 
readily be found elsewhere, but 
rather to provide a recapitulation of 
several types of expenditures which 
have been determined to be non-de- 
ductible. It will be recognized that 
in many cases it would not be pos- 
sible for the taxpayer to avoid making 
the expenditure simply because it is 
unacceptable for tax purposes. In 
other instances, however, it may well 
be that the nature of the expenditure 
can be changed to the extent neces- 
sary to qualify it for deduction, or, 
possibly, to avoid the outlay entirely. 

While an effort has been made to 
provide some order for the review of 
the “nothings” recorded below, such 
disallowances cover a very wide field 
and it has been necessary to include 
several items in the “miscellaneous” 
category. 


Legal Expenses 
(a) To fight eviction notice 

A taxpayer spent approximately 
$9,000 in legal expenses and fees 
over a period of three years in suc- 
cessfully fighting an eviction notice 
ordering him to vacate his leased 
business premises, and claimed de- 
duction of that amount as a reason- 
able business expense. Mr. Fabio 
Monet, chairman of the Income Tax 
Appeal Board, quoted the dictum, 
“Expenditure, to be deductible, must 
be directly related to the earning of 
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the income”, and gave the opinion 
that the sum expended was not laid 
out for the purpose of gaining or pro- 
ducing income of the taxpayer within 
the meaning of section 12(1)(a) of the 
Act. 


(b) To fight competition 

A corporate taxpayer operating a 
radio station spent approximately 
$1,700 for legal expenses in opposing 
the application of another company 
which wished to operate a radio sta- 
tion in the same city. The expendi- 
ture was deducted on the grounds 
that its advertising revenue would 
have suffered from competition. The 
Income Tax Appeal Board found 
“that the legal expenses . . . . were, 
not to produce the income derived 
from its business, but rather to pre- 
vent the coming of a competitor into 
the territory where until then it had 
operated alone but over which it had 
no exclusive right”. 


(c) To contest income tax assess- 
ments 

The appellant incurred legal ex- 
penses of $7,966 in contesting assess- 
ments to income and excess profits 
taxes and provincial income taxes, as 
a result of which substantial savings 
in taxes were effected. The outlay 
was found not to be an expenditure 
for the purpose of earning the in- 
come, as obviously the income before 
tax was not altered in the slightest 
degree as a result of the representa- 
tions made. 

Reference might also be made to 
the Anglo-Canadian Oil Company 
Limited case decided in January 
1947 by the Exchequer Court of 
Canada. In that case, fees and ex- 
penses of the company’s legal counsel 
and auditors, for services in obtaining 
rulings from the Income Tax Division 
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on allowances to be made with re- 
spect to the drilling of oil wells, were 
disallowed. 


(d) To obtain lower import duty 


A solicitor made representation to 
the Tariff authorities, as a result of 
which lower import duties were made 
applicable to a certain product im- 
ported by his client. His account for 
$11,000 was deducted as representing 
an outlay for the purpose of earning 
income. The Income Tax Appeal 
Board dismissed the appeal against 
the disallowance of the expenditure 
on the grounds that— 


(a) the more advantageous tariff 
treatment resulted in a perma- 
nent and lasting advantage, 
and 

(b) outlays or expenses directed at 
saving expenses rather than to 
earn income are not deductible 
under paragraph (a) of section 
12(1). 


(e) For defence of franchise 

The company’s right to exercise a 
perpetual franchise to supply natural 
gas to certain sections of the City of 
Hamilton, Ontario, was challenged by 
a competitor which sought to obtain 
an injunction restraining the com- 
pany from carrying on business. The 
injunction was successfully fought, in 
the course of which legal expenses of 
$48,560 were incurred. The claim for 
deduction of this expenditure was 
eventually decided by the Supreme 
Court of Canada in 1940, which held 
that the expenditure was not wholly, 
exclusively and necessarily laid out 
for the purpose of earning the income 
(section 6(a) of the Income War Tax 
Act) but was on account of capital, 
being made once and for all for the 
enduring benefit of the trade. 
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TAX REVIEW 


Contracts and Rights 
(a) Newsprint contract 

The Southam Company Limited, 
publishers, paid $200,000 to The Ed- 
monton Bulletin Limited to acquire a 
contract which the latter had with 
Powell River Sales Company for the 
delivery of newsprint for a period of 
years ending with 1953. Southam 
deducted $64,488 in ascertaining its 
taxable income for 1951, based on 
the number of tons which the news- 
print received in that year bore to 
the total tonnage received under the 
contract. The Income Tax Division 
contended that the amounts were 
spent to secure benefits in the nature 
of a lasting advantage, were not ex- 
pended for the purpose of gaining in- 
come, and that it was not part of the 
company’s business to deal in news- 
print contracts. It also opposed the 
company’s claim, alternatively, that 
the newsprint contract was a tangible 
asset within the meaning of Class 8 
of the capital cost allowance regula- 
tions. The Income Tax Appeal Board 
concluded that the price paid for the 
contract was merely for the right to 
acquire newsprint and could not be 
considered as part payment of the 
newsprint itself, and that the $200,- 
000 not being a tangible asset did 
not qualify for amortization under 
the Income Tax Regulations. 


(b) Permit to export natural gas 
from the United States 

The Consumers Gas Company of 
Toronto, in order to offset a decline 
in business due to increased rates, en- 
gaged a firm of consulting engineers 
to survey its position. Later, a mem- 
ber of the firm gave evidence before 
the U.S. Federal Power Commission 
in order that Consumers might secure 
a permit for the export of natural gas 
from the United States. 
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It was held by the Income Tax Ap- 
peal Board that the obtaining of the 
permit was the acquisition of a right 
which was in fact a capital asset and 
not deductible. 


(c) Transfer fees for liquor licence 

The taxpayer, having made an 
agreement to buy certain hotel pre- 
mises, completed another arrange- 
ment to pay the vendor fees totalling 
$5,775 for the transfer of the On- 
tario Liquor Authority Control li- 
cence. Inasmuch as the vendor was 
the person responsible for the pay- 
ment of the transfer fee, it was held 
that this fact in itself took the amount 
out of the category of an expense 
necessary to earn the appellant’s in- 
come. 


(d) Transfer fee for public commer- 
cial vehicle licences 

A manufacturer of trucking equip- 
ment entered into an agreement to 
pay the sum of $1,500 for the trans- 
fer, from a truck operator, of his pub- 
lic commercial vehicle licences, in- 
cluding franchises, by means of which 
the business operated in three prov- 
inces. The payment of $1,500 was 
made to secure a benefit of an endur- 
ing nature and it was held that the 
initial cost of having the licences 
transferred was not an expense in- 
curred for the purpose of producing 
income. 


(e) Patent application 

A taxpayer purchased all the 
rights, title and interest in a patent 
application for the sum of $85,000, 
payable in annual instalments of not 
less than $5,000 each. Deductions of 
$5,000, as capital cost allowances, 
were made annually in 1949, 1950 
and 1951, which the Minister dis- 
allowed as not constituting capital 
cost allowances as defined by the 
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Regulations. The taxpayer claimed 
that if the amounts were not capital 
cost allowances they should qualify as 
outlays made for the purpose of gain- 
ing income. The Court held that only 
a right had been acquired and not a 
tangible capital asset which could 
be depreciated under Class 8 of the 
Regulations. 
(f) Franchise payment 

In order to curtail operating losses 
for railway passenger service in the 
Fraser Valley by the substitution of 
a bus service, the B.C. Electric Rail- 
way Company agreed to contribute 
a total amount of $220,000 to the 
municipalities concerned, toward the 
cost of the improvement of local 
roads. It was decided to amortize the 
total by deducting $22,000 annually 
over a ten-year period. Notwith- 
standing the evidence that this pro- 
cedure would be acceptable from an 
accounting viewpoint, the Exchequer 
Court held that the payment was not 
laid out for the purpose of earning 
income; it was for the purpose of re- 
ducing annual deficits; it was not of 
a recurring nature; it was not an 
usual or ordinary expense of the 
trade but it was a payment of a cap- 
ital nature. 
(g) Right to drill for oil 

The Cherokee Drilling Company 
Limited claimed a deduction of the 
sum of $6,000 as an expense of doing 
business which represented the cost 
of rights to drill for oil at various 
locations. The Minister disallowed 
the expense on the ground that it rep- 
resented a capital outlay. The ITAB 
noted that the purchase of the rights 
did not add one iota to the income of 
the appellant but on the contrary 
turned out to be an unfortunate ex- 
pense. The payment was regarded 
as a non-deductible capital outlay. 
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(h) Bar admission fees 

Mr. G. K. Daley, a member of the 
Bar of Nova Scotia, paid $1,500 to the 
Law Society of Upper Canada as an 
admission fee when called to the On- 
tario Bar. The expenditure was held 
to be a payment once and for all 
which created a lasting advantage. 


(i) Acquisition of sugar quota 

In 1947 Seven-Up of Montreal 
Limited, requiring substantial stocks 
of sugar, purchased the assets of an- 
other bottling company including 
stocks of sugar and the sugar ration 
quota — sugar still being under con- 
trol. The Sugar Administration duly 
transferred the sugar quota to Seven- 
Up and thereafter Seven-Up returned 
all of the assets to the vendor com- 
pany, except the sugar on hand and 
the sugar quota. Seven-Up claimed 
the total expense under the arrange- 
ment to have been wholly, exclusive- 
ly and necessarily laid out for the 
purpose of earning the income. The 
Income Tax Appeal Board found that 
the expenditure was for the purpose 
of placing Seven-Up in the position 
of being able to request the Sugar 
Administration for an_ increased 
quota and this was also held to be a 
permanent advantage. 


Damages, Cancellations, etc. 
(a) Charter cancellation 


Halifax Overseas Freighters Lim- 
ited, which was in the business of 
chartering ships for hire, found it ex- 
pedient to pay out a sum of $120,750 
to cancel certain agreements with 
Charter Parties, as a result of which 
it was possible to complete new char- 
ters at substantially higher rates. The 
deduction of the consideration for the 
cancellation of the charter agree- 
ments was disallowed, on the pre- 
mise that the taxpayer was not in the 
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business of trading in charters and 
hence the payment made was not for 
the purpose of earning or producing 
income for its business, namely, that 
of chartering ships. 
(b) Surrender of lease 

A taxpayer who leased three prop- 
erties and then paid $5,625 to the 
lessee to have the properties returned 
to him found his claim for deduction 
under Class 13 of the Income Tax 
Regulations (i.e. leasehold interest) 
denied, on the grounds that he had 
not acquired any leasehold interest 
but simply paid out a non-deductible 
capital outlay in consideration for the 
return to him of capital assets which 
would produce rental income. 


(c) Brokerage transactions 


In 1951, a security salesman, who 
had been a member of a partnership 
until 1947, made a settlement with 
the trustees of an incompetent person 
to rescind transactions which she had 
with the partnership during its exist- 
ence. It was held that the expense 
was related to the former business of 
the taxpayer and not with his cur- 
rent position as salesman and, conse- 
quently, was not incurred in the tax- 
ation year for the purpose of gaining 
income from employment. 

(d) Compensation on leasehold 


A taxpayer agreed under its lease 
to pay $25,000 upon the expiration 
thereof to compensate the lessor for 
the cost of restoring the building to 
its original condition. A claim was 
made for one-eighth of the total in 
each of the years 1947 and 1948 and 
these were disallowed as being a con- 
tingent reserve under the terms of 
section 6(1)(d) of the Income War Tax 
Act. There is no indication that the 
taxpayer subsequently was able to 
obtain any tax deductions for the 
amount involved. 
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(e) Cancellation of licence agreement 

Because of certain differences 
which arose, a company paid an 
amount of $5,800 for the release and 
cancellation of a licensing agreement 
which another firm had been given 
for the manufacture of a carbonated 
beverage. The expenditure was found 
not to have been made in the pro- 
cess of earning the company income 
but was held to cover an advantage 
of an enduring nature. 


(£) Deposit on block of timber 

A partnership undertook to pur- 
chase a block of timber at a total 
price of $105,000, and paid an initial 
deposit of $10,000. The project was 
abandoned and the $10,000 forfeited. 
The taxpayer deducted this amount 
as an operating expense but the Min- 
ister’s view that it was a capital loss 
was maintained by the ITAB. 


(g) Non-competition agreement 


Mr. A., a director of a company 
owning and operating certain apart- 
ment buildings, became engaged in 
erecting some apartment buildings 
“uncomfortably” close to those oper- 
ated by the private corporation. Mr. 
A. was dropped as a director of the 
corporation at the next annual meet- 
ing and, concerned with the threat of 
competition, the corporation agreed 
to make payments of $12,000 each for 
a three-year period if he would re- 
frain from providing furnished apart- 
ments in his buildings, being the more 
profitable aspect of the business of 
the corporation. The expenditure of 
the corporation was found to be of 
a capital nature as it was not of a re- 
curring nature, did not bring into 
existence a new capital asset, and 
was net an expenditure incurred in 
the usual manner for the earning of 
income. 


BY PETER C. BRIANT, B.COM.,C.A. 


Current Reading 


ACCOUNTING 

“PROFIT PERFORMANCE MEASUREMENT 
oF Division Manacers” by Joel Dean. 
The Controller, Sept. 1957, pp. 423 
et seq. 

Joel Dean, a noted authority on 
business and economic problems, 
poses and answers two questions in 
this article: (1) How may executive 
performance be measured? (2) 
What are the requirements for profit 
centre performance measurement? 


The second question arises from 
the answer to the first, for Dean be- 
lieves that executive performance 
(i.e. contribution to profits) may best 
be measured by dividing a corpora- 
tion into semi-autonomous profit cen- 
tres whose management is evaluated 
in terms of the contribution the 
centre makes to the corporation's 
overhead and profits. “A big, inte- 
grated multiple-product company 
functions best if made into a minia- 
ture of the competitive free-enter- 
prise system,” he writes, “you can do 
this by dividing firms into indepen- 
dent operating units which act like 
economic entities free to trade out- 
side as well as inside the company 


In the balance of this article, Dean 
elaborates on the following five re- 
quirements for the satisfactory meas- 
urement of profit centre performance 
and to make the system achieve the 
desired results of stimulating and 
measuring executive performance: 


1. Mark off profit centres correctly, 


Establish economically sound in- 
tracompany transfer prices and 
business arrangements, 

. Measure the contribution profits 
of the profit centre correctly. 
Detemine realistic standards of 
contribution profit performance. 
Establish incentives in the form 
of executive compensation and 
non-monetary rewards that will in- 
duce profit centre managers to do 
what will be best for the corpora- 
tion as a whole. 


“ACCOUNTING PROBLEMS OF THE 
Forest Propucrs Inpustry” by 
Robert M. Simpson. The Journal of 
Accountancy, Sept. 1957, pp. 38-45. 

An informative discussion of special 
problems of depletion, amortization, 
depreciation, reforestation costs, cost 
allocation, and the valuation of prod- 
uct inventories in the forest-products 
industry. 

“Notes ON ACCOUNTING THEORY” by 
T. K. Cowan. The Accountants’ Jour- 
nal, June, 1957, pp. 411-414. 

These notes, being part of the 
“Students’ Section” of The Account- 
ants’ Journal, cover some general 
areas of knowledge fundamental to a 
thorough understanding of account- 
ing today. Mr. Cowan reviews, for 
the benefit of student readers and to 
supplement their own reading on the 
subject, the nature and scope of ac- 
counting, accounting conventions and 
doctrines, and the limitations of fi- 
nancial statements. The material is 
not to be found in any one textbook 
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CURRENT READING 


and, therefore, provides a useful di- 
gest of pertinent matter. 


EQUIPMENT 


“NEVER OVERESTIMATE THE POWER OF 
A Computer” by Ralph F. Lewis. 
Harvard Business Review, Sept.-Oct., 
1957, pp. 77-84. 

In this assessment of the present 
and foreseeable future of electronic 
computer applications, the author 
stresses that the major contribution 
of computer systems lies in the area 
of providing better or faster informa- 
tion to management, particularly in 
volume operations which have so far 
defied economic tabulation. Payroll 
is thus, in his view, not a profitable 
computer application. He sees in- 
teresting and profitable applications, 
however, in such fields as inventory 
control, production control, sales, 
revenue billing in large public utili- 
ties, and premium billing and actu- 
arial studies in insurance companies. 

The crucial question in deciding on 
a computer installation, Lewis ad- 
vises, is simply: “Will this move add 
to the company’s profits?” He sees 
no value in installing a computer 
merely because it is the fashionable 
thing to do; nor does he recommend 
switching established routines to the 
computer. 


STATISTICS 


“STATISTICAL THEORY AS AN AID IN 
TESTING PERPETUAL INVENTORY RE- 
corps” by G. M. Boni. The New York 
Certified Public Accountant, Sept. 
1957, pp. 613-630. 

A factual case study of the appli- 
cation of statistical theory to testing 
the reliability of the physical quanti- 
ties as shown on perpetual inventory 
records of raw materials and pur- 
chased parts in a company manufac- 
turing under long-term government 
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contracts. The author is chairman of 
the New York State Society’s Commit- 
tee on the Application of Statistical 
Methods to Accounting and Auditing. 


“GRAPHIC PRESENTATION IN C.P.A. 
Reports” by Kermit O. Hanson. The 
Journal of Accountancy, Sept. 1957, 
pp. 58-63. 

Eight illustrations of charts and 
graphs that may be easily incorporat- 
ed in an audit report to make it more 
useful and more meaningful to the 
client. The use of standard grid 
forms and coloured and cross-hatched 
adhesive paper simplify the problem 
of chart preparation to the point 
where lack of time and draughting 
skill are no longer limiting factors, 
asserts the author. 


BOOK REVIEWS 
“Accounting — A Social Force in the 
Community” by Mary E. Murphy, 
Ph.D., C.P.A.; Melbourne University 
Press, 1956; pp. 208; 30/- 

Mary E. Murphy, Professor of Ac- 
counting in the Los Angeles State 
College of Applied Arts and Sciences, 
is the first Fulbright lecturer in ac- 
countancy to visit an Australian uni- 
versity. While engaged in this as- 
signement some three years ago, Pro- 
fessor Murphy delivered a number of 
lectures in various states of the Com- 
monwealth under the auspices of the 
Australian Society of Accountants. 
Seven of these lectures are published 
in this volume. 

Professor Murphy deals with the 
enlargement of the accountants’ view- 
point, dilemmas and challenges in 
modern accounting, a correlation of 
accounting and economics and the 
development of the function of the 
controller in business management. 


The various lectures were given at 
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widely separated points throughout 
the Commonwealth, and understand- 
ably one notices some _ repetition 
throughout the book. The main 
theme, however, is unmistakable: 
namely that the profession of ac- 
countancy as such should give care- 
ful consideration to its objectives and 
the way in which it is meeting them 
but, in particular, cannot afford to ne- 
glect the possibilities of development 
in management accounting. 


Professor Murphy's concept of 
management accounting is indicated 
in the following quotation: 

“From the managerial standpoint, 
accounting is concerned more with 
activities than it is with descrip- 
tive classification; it is more pro- 
jective than it is historical; it tends 
to emphasize the problems and 
purposes more than procedures; it 
stresses relevant data instead of ac- 
cepted methods; and it aims at ra- 
pidity even at the loss of some pre- 
cision.” 

In the evolutionary advancement in 
accounting practice, four principal 
steps are prescribed as a minimum: 
1. The establishment of an authori- 
tative, comprehensive code of ac- 
counting principles to narrow the 
range of present practices. 

The adoption of minimum stand- 

ards of disclosure in financial 

statements. 

3. The adoption of uniform practices 
within specific industries for in- 
ventory valuation, depreciation 
and other items. 

4. The development of more nearly 
standardized statements that use 
the language of the reader instead 
of the technician. 

The current concept of the duties 
and responsibilities of the auditing 
profession and the important rules of 


bo 
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professional conduct are dealt with in 
detail. In discussing some of the 
challenges which have been encoun- 
tered by the accounting profession in 
the United States, the influence of the 
Securities and Exchange Commission 
is referred to. “On balance,” says 
Professor Murphy, “it is probable that 
accounting theory and practice has 
progressed further and faster under 
the stimulus of the S.E.C. than it 
would have in a laissez-faire financial 
climate.” 


A lecture delivered on September 
15, 1953 refers to a familiar court ac- 
tion involving the use of the Lifo 
method of inventory valuation, but 
unfortunately, because of the date, 
the impression is left that Lifo was 
approved by the court. It was, of 
course, some two years later that the 
decision of the Supreme Court of 
Canada in this case was reversed by 
the Privy Council. 


The lecture on the comparison of 
income taxation in Australia, Great 
Britain and the United States draws 
many interesting comparisons. Most 
readers for personal reasons will 
agree with the general theme that 
income taxes are too high; but one 
wonders if there is not an overem- 
phasis in the suggestion that in the 
United States, because of high 
taxes, “there is a tendency for pro- 
fessional men and women to work 
only four days a week, married 
women are discouraged from entering 
the labour force and employees are 
reluctant to work overtime.” This re- 
viewer would also question the fol- 
lowing statement: “Double taxation 
of corporate dividends in America is 
destroying the incentive to make 
speculative investments; as a conse- 
quence, the supply of venture capital 
is almost non-existent.” 
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CURRENT READING 


It is significant to a Canadian 
chartered accountant that in discuss- 
ing accounting educational programs 
in various countries, the program con- 
ducted by the Society of Industrial 
and Cost Accountants is referred to, 
but there is no reference to the 
Canadian Institute of Chartered Ac- 
countants. 

Professor Murphy states that “the 
day when the preparation and audit 
of historical accounts maintained the 
prestige of the profession in Britain 
and in other countries is over. Future 
developments in accountancy must 
keep pace with changes in indus- 
trial organization and management. 
This implies a great deal of research, 
teaching and writing on the part of 
both practising and non-practising 
accountants.” 

The book is recommended to all 
members of our profession who are 
interested in seeing accountancy real- 
ize its full potential and increase in 
its prestige in the community. 

H. C. Drxon, F.C.A. 
Hamilton, Ontario 


BOOKS RECEIVED 
“Handbook of Partnership Taxation” by 
Arthur B. Willis; Prentice-Hall, Inc., New 
York; pp. 585; $15.00. 

“Taxation of Life Insurance” by Bertram 
Harnett; Prentice-Hall, Inc., New York; pp. 
296; $6.50. 

“Tax Effects of Operating as a Corpora- 
tion or Partnership” by Houstin Shockey 
and H. W. Sweeney; Prentice-Hall, Inc., 
New York; pp. 321; $8.50. 

“Management Guide to Electronic Com- 
puters” by William O. Bell; McGraw-Hill 
Co. of Can. Ltd., Toronto, 1957; pp. 403; 
$7.80. [To be reviewed] 


“Accounting for Non-Accountants” by John 
Myer; New York University Press, New 
York, 1957; pp. 235; $5.00. [To be re- 
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“Montgomery's Auditing” by Norman J. 
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“The Measurement of Profit” by R. H. Par- 
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“Accounting Conventions, Pricing Problems 
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“Education and Training for the Account- 
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by Malcolm P. Ferguson. Michigan Busi- 
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S. Most. The Accountant, July 13, 1957, 
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Law 
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by R. F. Salmonson. The Accounting Re- 
view, July 1957, pp. 389-394. 


Management 

“Industrial Diagnostics: A Systematic Ap- 
proach to Management Problem-Solving” by 
J. M. Juran. The Management Review, 
June 1957, pp. 79-91. 


Management Accounting 
“A Directors View on Management Ac- 
counting” by L. W. Robson. The Account- 
ant, May 18, 1957, pp. 591-596. 
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BY J. E. SMYTH, F.C.A. 


Students Department  cuecns iniveriy” 


CoRRESPONDENCE 


Hamilton, Ontario. 


Sir: Throughout the latter years of the 
C.A. Course of Instruction a student re- 
ceives several textbooks of United States 
origin and also the Accounting Research 
Bulletins of the American Institute of Certi- 
fied Public Accountants. In addition, he is 
likely to read a number of articles on ac- 
counting and auditing subjects written from 
the American point of view in such author- 
itative magazines as The Journal of Ac- 
countancy. 

In some instances principles stated there- 
in are contrary to Canadian law or the 
standards laid down by our own Com- 
mittee on Accounting and Auditing Re- 
search and must therefore be ignored. How- 
ever, there are several topics covered by 
the U.S. books on which the Canadian 
literature available to us is silent. This 
presents a problem to students answering 
examination questions as to whether or not 
they might accept the American authority 
on the subject. To what extent do you 
think a student should rely upon U.S. views 
in answering examination questions and to 
what extent do practising members accept 
such United States authorities? 

Cotin DALINGWATER 
(Student-in-Accounts ). 


Editor’s Reply 
We were pleased to receive Mr. Daling- 
water's letter because we _ suspect it 
draws attention to a matter which many 
students do not emphasize sufficiently in 
their preparation for the C.A. examinations: 
a thorough knowledge of the research bul- 
letins of the Canadian Institute and, in 
addition, an understanding of the reason- 
ing underlying the recommendations of the 

American Institute bulletins. 


In our opinion, the American Institute 
bulletins deserve a significant place in the 
studies of Canadian C.A. candidates. Most 
of the problems dealt with in those bulletins 
are common in some measure to Canadian 
practice, and the conclusions and recom- 
mendations offered are the result of a care- 
ful (and sometimes prolonged) considera- 
tion by a group of accountants who are not 
only prominent in practice, but who have 
given a good deal of thought to account- 
ing theory. While we need not agree with 
the conclusions of any of the research bul- 
letins, they serve the most useful purpose of 
acquainting us with the pros and cons of 
various alternative accounting treatments 
and they place the onus on us to show 
why some other method is preferable. 


In general, this question is reminiscent of 
the problem arising in law about the extent 
to which decisions of the U.S. courts are 
binding in Canadian cases. It is our under- 
standing that the answer here is that the 
U.S. decisions are not binding and would 
have no effect whatever if they deal with 
points of law already zovered in Can- 
adian statutes: but if the point has not been 
deait with either in a Canadian statute or 
in the previous decision of an English or a 
Canadian court of law, and if the argu- 
ment underlying the decision of the U.S. 
court appears cogent and entirely consistent 
with the facts of the Canadian case, that 
court decision may well influence the de- 
cision in the Canadian case. 


Mere reliance upon authority is not, in 
itself, good logic and to say that a certain 
accounting treatment is the correct one be- 
cause it has been recommended by a re- 
search committee of either the Canadian or 
American Institute is a weak argument. The 
important thing is to know what is the rea- 
soning underlying the conclusions of these 
authorities and to have an opinion on the 
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validity of that reasoning. It is in this re- 
spect, we believe, that a thorough knowl- 
edge of the research bulletins is indispens- 
able for the C.A. candidate. 

(The editor then asked Mr. Dalingwater 
if he would elaborate his point that some 
of the principles stated by U.S. authorities 
are contrary to the standards laid down by 
our own Committee. ) 


Mr. Dalingwater’s Reply 
Sir: It would seem from your remarks con- 
cerning the research bulletins of the Amer- 
ican Institute that you place great import- 
ance upon them as study material providing 
new avenues of authoritative opinion and 
reasonable alternatives in some cases to 
Canadian principles and procedures. 

My problem is, however, as much con- 
cerned with textbooks and articles on ac- 
counting and auditing subjects in mag- 
azines which emanate from the United 
States as with the research bulletins. In 
particular, I think the student’s problem 
arises when he meets with a statement of a 
reliable U.S. authority which is neither up- 
held nor objected to by any Canadian 
authority on the subject so far as the stu- 
dent is aware. Furthermore, the student is 
quite limited in his appreciation of the 
Canadian viewpoint since, apart from the 
lessons and Canadian bulletins, almost all 
the reference books available to him are of 
U.S. origin. As you say, mere reliance upon 
authority is not, in itself, good logic; but 
when the student is presented with only one 
set of principles, how can he reach an 
opinion on the extent of its validity? 

There is also the difficulty that some of 
the C.A. course instructors apparently hold 
a different opinion from that stated in the 
lessons. 

For example, the treatment of unamort- 
ized discount on bonds refunded is dis- 
cussed in Chapter 15 of the American In- 
stitute Accounting Research Bulletin No. 43. 
Our course contained a practical question 
on this subject (Fifth Year Lesson No. 3) 
on which we were asked to advise the man- 
aging director on a suitable course of action 
giving our reasons for the recommended 
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procedures. The method regarded as prefer- 
able in the American Institute bulletin was 
“distributing the charge over the remainder 
of the original life of the bonds refunded” 
although a direct write-off to income or 
earned surplus was also considered accept- 
able. However, the method of “amortiza- 
tion over the life of the new bonds” was 
said to be not acceptable. It was upon this 
bulletin that I based my answer to the 
lesson question, omitting the third alterna- 
tive. However, the examiner commented 
that the third method was also permissible. 
Does the Canadian view on the matter 
therefore differ from the U.S. one, and if 
so, on what grounds? We have no way of 
determining the answer. 

A second example is that of the state- 
ment presentation of unamortized bond 
discount or premium. Lesson No. 1 of the 
Third Year Course states that it is preferable 
to deduct such discount from the liability 
and extend the net amount. “Montgomery’s 
Auditing”, a U.S. book, states at page 319 
that it is customarily shown as a deferred 
charge. In Question 1 of Third Year Lesson 
23 we are required to show the balance 
sheet presentation of unamortized bond dis- 
count. My answer was in accordance with 
the earlier lesson, but the instructor stated 
that it was incorrect and presented Mont- 
gomery’s view of the item as a deferred 
charge. 

Concerning differences between the Amer- 
ican Institute bulletins and those of our 
own Committee, I have noted the follow- 
ing: 

1. Material adjustments of prior year’s 
profits. 

C.1.C.A. Bulletin No. 14 considers it 
“relatively unimportant” whether the ad- 
justments be shown in the profit and loss 
statement after net profit for the year, or 
in the statement of earned surplus. Both 
the Canadian and the American Institute 
bulletins set out the alternatives with the 
proviso to the former method that the final 
balance should be described in such a way 
as to distinguish it from net profit or loss. 
Our American friends, however, come to 
the conclusion that charging significant ad- 
justments to earned surplus is preferable to 
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STUDENTS DEPARTMENT 


showing such items (which might distort 
the current operating profit) after the figure 
of net profit for the period. 
2. Depreciation, Capital Cost Allowances 

and Income Tax 

The method of determining the amount to 
be charged to deferred credit in years when 
depreciation is in excess of capital cost 
allowance is somewhat different. The U.S. 
method results in stating net profit in those 
years as it would have been if income 
taxes had been computed as though capital 
cost allowance was equivalent to the de- 
preciation charge for the year. (See Chap- 
ter 9 of Bulletin No. 43 of the American 
Institute.) The Canadian method, on the 
other hand, would draw on the deferred 
credit over the years in question by apply- 
ing the effective average rate of taxation 
in the years of accumulation to the excess 
of current recorded depreciation over cur- 
rent allowance for tax purposes—regardless 
of the income tax rate in the year to which 
the credit is applied. 

Cotin DALINGWATER 


Editor’s Reply 

In the absence of any recommendation in 
a C.I.C.A. bulletin on a particular point of 
accounting treatment, it is our opinion that 
the onus is on any Canadian accountant to 
produce reasons why the practice recom- 
mended in leading U.S. accounting texts or 
in bulletins of the American Institute 
should not be followed. The C.A. Course 
of Instruction and the various Canadian uni- 
versities supply a number of U.S. account- 
ing texts and we think the student should 
be entitled to accept the reasoning of these 
authorities, unless, at any rate, the accom- 
panying lesson material or course lectures 
provide convincing reasons why certain 
practices explained in the text are not suit- 
able. 

On the question of the treatment of un- 
amortized bond discount when the bonds 
are refunded, the Committee on Accounting 
Procedure of the American Institute was not 
unanimous. Five of its 20 members dis- 
sented with the conclusions and stated a 
belief that there are circumstances in which 
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the unamortized discount might be spread 
over the life of the new bonds. The exist- 
ence of a sizable minority may be grounds 
for saying that the treatment is “permis- 
sible”. Nevertheless, the question asked for 
the arguments for and against this treat- 
ment, and we do not think a student 
should be penalized for following the argu- 
ments of a majority of the American In- 
stitute Committee, provided he did not 
show in his answer a lack of understand- 
ing of the reasons underlying their recom- 
mendations, 


In our experience teachers can learn from 
students, too. We suspect that C.A. stu- 
dents are sometimes too inclined to accept 
the verdict of the instructors who correct 
their exercises; or are perhaps too diffident 
or too busy to write to ask for a further 
explanation of comments which the in- 
structor has made. Further, students some- 
times assume a unanimity on points of ac- 
counting theory which does not exist. An 
occasional exchange with students keeps in- 
structors on their mettle and may even 
sharpen their own thinking about the prob- 
lems raised in the lesson material. It may 
also serve to disillusion those students (and 
instructors) who think that there must al- 
ways be one solution to an accounting 
problem. (If there were one predetermined 
solution for every conceivable accounting 
problem, accountancy could be performed 
by the use of formulae and would not re- 
quire the exercise of judgment. In the 
absence of the need for judgment, account- 
ancy would lack one of the most important 
attributes of a profession. ) 


In our opinion we have not yet dis- 
tinguished clearly enough in accounting 
theory between what is “customarily done 
in practice” and what is “logically correct”. 
It is trite to say that a treatment is “ac- 
ceptable” because it conforms with prac- 
tice; the purpose of accounting instruction 
is to examine the reasoning underlying the 
treatment and, where necessary, to point to 
a preferable alternative (“preferable” in 
terms of logic). The balance sheet treat- 
ment of unamortized bond discount is sure- 
ly a case in point. Here the student can 
be reasonably sure he will not be penal- 
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ized if he follows accepted practice! On 
the other hand, we think he is entitled to 
protest if a method which is recommended 
in the lesson material and in some of the 
texts provided with the course (e.g. pages 
38-40 of “An Introduction to Corporate 
Accounting Standards” by Paton and Little- 
ton) is marked incorrect, at least without 
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reasons being offered. We may perhaps 
detect an increasing, though subtle, will- 
ingness to recognize alternatives in the 
balance sheet presentation of unamortized 
bond discount in the fact that the new 
C.1.C.A. Bulletin No. 14 (replacing Bul- 
letin No. 1) no longer cites bond discount 
as an example of a deferred charge! 


(Readers are invited to submit their own comments on this problem and 


A reader who is actively engaged 
in the field of municipal accounting 
and auditing has been good enough 
to submit his criticisms of the solu- 
tion to Problem 2 in the Students De- 
partment for August, last. In general, 
he points out that the solution has 
not followed the classifications and 
terminology recommended in the 
Manual of Instructions, published by 
the Dominion Bureau of Statistics. In 
particular, his criticisms are as fol- 
lows: 

1. Since Licences and Permits is a 
separate classification, it should 
not have been grouped with 
water rates in the question. (In 
any event, water rates should not 
appear here since they should be 
reflected in the financial state- 
ments of the water system, ac- 
cording to the first paragraph on 
page 133 of the manual.) 

2. The description in the problem 
“Maintenance — buildings” is in- 
adequate since it does not identi- 
fy the buildings. The mainten- 
ance cost of buildings is classi- 
fied according to service. Thus it 
might be charged to general gov- 
ernment, fire protection, police 
protection, public works, health, 
recreation, etc., depending on 
which department the buildings 


serve. 





their criticisms of the views expressed above.) 


CRITICISMS OF SOLUTION TO PROBLEMS ON MUNICIPAL ACCOUNTING 
IN THE AUGUST ISSUE 


3. Health and sanitation should not 
have been grouped in the ques- 
tion as each of these are classi- 
fied as separate functions. 

4, The problem requires a state- 
ment of revenue and expendi- 
ture, but does not specify 
whether it is to be the statement 
of revenue and expenditure of 
the current fund or of the sink- 
ing fund. 

5. The statement of revenue and 
expenditure appearing in the 
solution fails to state the fund to 
which it applies. Certain expend- 
itures have been deducted from 
taxation revenue in the revenue 
section, but no explanation is 
offered as to why these are de- 
ducted and other expenditure ap- 
propriations are not deducted. 
According to the Manual of In- 
structions, the expenditures on 
education and on debt charges 
should be shown in the expendi- 
ture section. 

6. The solution should include the 
cost of maintenance of buildings 
with administration under the 
heading General Government or 
with public works, with a foot- 
note to the effect that it is as- 
sumed to be one or the other due 
to lack of information in the 
question. 
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10. 


11. 


12. 


13. 


Relief costs should be shown at 
the gross amount. A Provincial 
Grant is an item of revenue just 
as much as taxation (see page 
70 of the manual). 

Grants to hospitals should be 
included in Health (page 84 of 
the manual). 

The capital fund balance sheet 
fails to present as an asset the 
amount due from the sinking 
fund at the balance sheet date to 
meet the sinking fund debentures 
(page 15 of the manual). 

The debenture discount should 
not be shown as an asset on the 
capital fund balance sheet since 
it was required for the purpose 
for which the debentures were 
issued. In such cases the dis- 
count, if the amount is not large, 
is charged as an expenditure of 
the year in which it arises. If 
the amount is large, it appears as 
a deferred charge on the revenue 
fund balance sheet and is levied 
for in the following year. 
Debentures should be listed ac- 
cording to purpose — General, 
Schools, Utilities, etc. Listing 
each issue separately on the bal- 
ance sheet is impractical in most 
cases and does not serve any use- 
ful purpose. 

The amount shown as due to the 
revenue fund should be elimin- 
ated. A simple rule to follow is 
to show no payables here that 
will not be repaid by the capital 
fund. 

The sinking fund balance sheet 
presented as a solution appears 
to be a combination of the bal- 
ance sheet and the revenue and 
expenditure statement. The head- 
ing “Reserve Fund” in the liabil- 
ity section is incorrect as there is 
no legislative authority for a 


475 


sinking fund to have a reserve 
fund; the balance must be in- 
terpreted to mean the actuarial 
requirements of the sinking fund 
at the balance sheet date. Due 
to lack of information in the 
question, a candidate would have 
to assume that the total assets of 
the fund equalled the actuarial 
requirements — an unlikely sit- 
uation. In every case, unless in- 
vestments have turned out badly, 
there would be a surplus which 
at the retirement of the de- 
bentures would be transferred to 
the revenue fund. 

14. Debenture interest of $7,450 
should not have been described 
as “payable” on the balance 
sheet as of June 30, 1956. The 
coupons were not payable until 
July 2, 1956. The item is ap- 
parently a prelevy which should 
be recorded as deferred revenue. 


Editor’s Comments 

We have referred the above comments 
and criticisms to the Board of Examiners- 
in-Chief, and have been advised as follows: 

1. A number of different forms of solu- 
tions, including ones which incorporated the 
points listed by our correspondent, were 
considered to be acceptable by the exam- 
iners. A note was given to the markers to 
the effect that an acceptable alternative in 
the statement of revenue and expenditures 
would be to show the “specific appropria- 
tions” as expenditures. Nor, for example, 
were candidates penalized for showing re- 
lief costs at their gross amount, or for in- 
cluding grants to hospitals under the head- 
ing “Health”. 

2. Primarily, the criticisms are concern- 
ed with details and with one prescribed 
form of presentation, rather than with the 
basic principles which the problem was de- 
signed to test. 

3. Candidates were not penalized for fol- 
lowing procedures described in the C.A. 
Course of Instruction. For example, the 





476 












fourth year course Lesson 21 states that a 
municipal corporation often charges bond 
discount to the capital asset account or to 
unamortized discount account in the capital 
fund ledger (page 21). Lesson No. 22 
states that all unpaid advances from revenue 
fund to capital fund must be shown (page 
8). Lesson No, 23 states that it is desir- 
able to show the sinking fund surplus (that 
is, the excess of sinking fund assets over 
actuarial requirements of the fund) in a 
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sinking fund surplus is included in the 
sinking fund reserve. 

4. In preparing a problem for the 
examination, it is mecessary to condense 
the data from that encountered in actual 
practice so that the problem can be worked 
in a reasonable length of time and so that 
problems on other topics may be included 
on the same paper. In municipal account- 
ing problems such a condensation necessar- 
ily does some violence to the classifica- 
tions required by the D.B.S. Manual of In- 








separate account but that sometimes the _ structions. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified account- 
ants, and reflect the personal views and opinions of the various contributors. 
They are designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problems as will make their 
study of benefit to the student. Discussion of solutions presented is cordially 
invited. 


PROBLEM 1 


Intermediate Examination, October 1956 
Accounting II, Question 8 (20 marks) 
CA is undertaking the audits of the accounts of the P Co. Ltd., incorp- 


orated under the Companies Act (Canada) and its subsidiary, the S Co. Ltd., 
for the fiscal year ended November 30, 1955. 


The following post-closing lists of account balances, as at November 30, 
1955, have been prepared by the accountant of the parent company: 


PCo.Ltd. S Co. Lid. 
DEBITS 

Cash in bank ...... eat PEO On ee ne pet elas RR, $ 9,200 $ 20,700 
SUREMENT OG a ae sca pada edeaweeeee. _ 22,400 
REIS Mt ot pes neers 8 8 ee Ste ng fo Ns 25,200 80,300 
Raw material, at lower of cost or market .................... 25,200 16,700 
Work in process, at lower of cost or market .................. 7,300 5,300 
Finished goods, at lower of cost or market .................. 5,700 7,600 
EE SS ee Oe ee ene ane eee ene ae ne 8,500 5,200 
OT eS SR oe ee ee 75,300 52,600 
Machinery and equipment, at cost ........................ 87,300 72,500 
oe SE ge eS ee ee ene ee 2,600 - 


Investment in S Co. Ltd. (7,200 shares acquired 
December 1, 1954), at cost 
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CREDITS 


PIII. oc Sirs sche Ale Pabwcke Sede eSee a See wishes 
Estimated taxes on income .................... she ot cot, 
0 Ee AO, MG eee Pee eikun Sadie cdaes oie stein Aoegahe 
Allowance for doubtful accounts ....................-..05- 
5% first mortgage bonds due November 30, 1960 ........ 
Accumulated depreciation — buildings ..................... 
Accumulated depreciation — machinery and equipment ...... 
Capital stock — 6% preferred 

(Authorized: 10,000 shares of a par value of $20 each) . 
Capital stock — common 

(Authorized: 10,000 shares of a par value of $10 each) .. 
Capital stock — common 

(Authorized: 10,000 shares of a par value of $10 each) . 
Earned surplus (per statement attached) ................. 
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$ 22,400 $ 17,500 


_ 2,600 
20,200 - 

4,000 1,600 
70,000 _ 
89,300 80,600 
57,200 44,500 
40,000 _ 
40,000 - 

a 90,000 
73,200 46,500 














CA’s examination of the accounts reveals the following information: 
(i) The balances of cash in bank as of November 30, 1955 are reconciled as follows: 


P CO. LTD. 


Balance per bank statement November 30, 1955 ............. 


Less outstanding cheques 
ne GON a re aoe 
One © 0, TAM oe Sites eens = 
SrOne WIOS, os. oeGa in casas: ees 


Balance per general ledger November 30, 1955 ... sacs 


*Deposited by S Co. Ltd. December 7, 1955. 
S CO. LTD. 


Balance per bank statement November 30, 1955 ...... 
Less outstanding cheque 
Mae A RURIIOE OGY oe ors, hse grea 'g wark os toe ene 


Dect ee $12,200 
500 
2,200 
300 3,000 
eee ..$ 9,200 Dr 
. $23,200 
2,500 
. .$20,700 Dr. 


Balance per general ledger November 80, 1955 








(ii) The current balances in earned surplus accounts of P Co. Ltd. and S Co. Ltd. 


are made up as follows: 


Balance November 30, 1954 ............... 
Net profit for the year 
(including dividend of $7,200 from S Co. Ltd.) . 


Dividends paid: 


$69,000 


12,600 


$81,600 


preferred (for the year ended November 30, 1955) $2,400 


oc pepe Ee OTS POE Sead gear a ae a eee eR ee a 


6,000 8,400 


emmice Weovernuer GO. 1906 Soiled Sh See e sn eS eee ek 


. $73,200 














¥ 
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S CO. LTD. 
Balance November 30, 1954 i A ak tly $48,300 


Net profit for the year .............. 







Dividends paid eS Ae et 


Balance November 30, 1955 ............. ae .. .$46,500 









Required: 
The consolidated balance sheet of P Co. Ltd. as at November 30, 1955. 


A SOLUTION 


P CO. LTD AND SUBSIDIARY S CO. LTD. 


CONSOLIDATED BALANCE SHEET 
as at November 30, 1955 


ASSETS 










Current Assets 
Cash in bank .. . $32,100 
Accounts receivable .. oaths $ 55,500 

Less allowance for doubtful accounts 


Inventories, at lower of cost and market: 
Raw materials ne 41,900 
Work in process a oe, See teen, 12,600 
Finished goods 











Total current assets $149,800 
Fixed Assets 
Land, at cost hk Tea: op eit tees 
Buildings, at cost : seep ies 127,900 
Less accumulated depreciatio we €9,900 








Machinery and equipment, at cost es . 159,800 
Less accumulated depreciation . 101,700 








Total fixed assets 


Deferred charge 
Unamortized bond discount eet : ness: é 2,600 
Intangible asset 





1957 
0 
0 
0 
0 
0 


1955. 


9,800 


1,800 
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LIABILITIES AND SHAREHOLDERS INTEREST 


Current liabilities 


CMRI CH SUID Y. Ceol di RL aed obs Pavia eee tek ees $39,900 
Estimated income tax payable ........ 2.0.6... ccc eee 2,600 
Total current liabilities .......................... $ 42,500 
Long term liability 
5% first mortgage bonds, due November 30, 1960 .......... 70,000 
Minority interest in S Co. Ltd. 
srrave "Catal 5 CO) TAG. ike eee ec ence ee saueecen 18,000 
Mermed saroies) S' Go. Tt ok. ic cc cw eee enesecan 9,300 
27,300 
MOUHOMIGUHIEIOS. © ist vhs awe de es eens se leeee shan 139,800 
Shareholders interest 
Share Capital 
Authorized — 10,000 shares of 6% preferred stock of a par 
value of $20 each, and 10,000 common shares of a 
par value of $10 each. 
Issued and fully paid — 
6% Preferred — 2,000 shares .................... 40,000 
Common — 4,000 shares .....................04. 40,000 
Total paid-in capital 2... ie. ccc ee 80,000 
ERM ETIES AS os Jae Large ha etaterl ares duimaies avis 71,760 
Total shareholders interest ...... sas eaceceac heaton * 151,760 
$291,560 


A. 


2. 








Examiner's Comments 
A few candidates calculated the controlling interest as 72%, having related the 7,200 
shares acquired by P Co. Ltd. to the authorized rather than the issued shares of 
S Co. Ltd. 
The form of a number of the consolidated balance sheets presented was poor. 


Editor's comments 


(1) 


(2) 


In the editor’s opinion, unamortized bond discount might have been presented al- 
ternatively on the balance sheet as a deduction from the par value of the first 
mortgage bonds. 

In the above balance sheet the minority interest in the subsidiary has been pre- 
sented as a liability. The underlying assumption here is that the consolidated 
balance sheet is prepared from the point of view of the shareholders of the parent 


company. 

An alternative view is that “minority interests” are a part of the total share- 
holders equity. Thus W. H. Childs states, “The difference between the consolidated 
assets and the consolidated liabilities is the proprietorship of the enterprise... . 
The consolidated proprietorship may have majority and minority elements, and the 
consolidated profit or loss may be distributable to majority and minority interests. 
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These interests are seen to be co-ordinate elements in the proprietorship ... . It 
would seem that a minority should not be looked upon as a liability unless it rep- 
resents recalcitrant stockholders whom the majority is trying to buy out... . It does 
not have a lien on any asset; it does have a proprietary equity in certain assets and 
is a part of the total capital of the enterprise. (“Consolidated Financial Statements”, 
pages 284-5). 

In the same tenor, W. J. Vatter has written, “Some of the minority equity is 
also profit reinvested in at least a part of the business. The categorical lumping of 
minority equities into a quasi-liability is, to say the least, a patronizing view; it 
can be justified only on practical grounds of expediency. ‘Theoretically, every min- 
ority interest is, from the viewpoint of the consolidated enterprise (the fund), a 
“capital stock” as well as a “surplus” item. (“Handbook of Modern Accounting 
Theory”, page 411). 

Somewhat out of character we think, W. A. Paton advocates showing the 
minority interest on the balance sheet in that nebulous cloudland which exists be- 
tween the liabilities and the shareholders interest — in the so-called grey area of 
the balance sheet. He writes, “The minority interest should be presented as a 
distinct element between the liabilities proper and the capital and surplus attaching 
to the dominant interest.” (“Advanced Accounting”, page 803). This presentation 
is frequently adopted in practice, and should also be regarded as an alternative. 


PROBLEM 2 


Final Examinaticn, October 1956 - 
Accounting III, Question 6 (22 marks) 


On January 1, 1955, X Co. Ltd. purchased 90% of the capital stock of a 
United Kingdom company, R Co. Ltd. 

The trial balances of the two companies as at December 31, 1955 are 

set out on the attached columnar sheet. 
The following additional information is available: 
(i) R Co. Ltd. purchased all its merchandise from X Co. Ltd. which 
bills the subsidiary at cost plus 25% payable in dollars. The sales 
of X Co. Ltd. for the year ended December 31, 1955 included bill- 
ings to the subsidiary in the amount of $547,500. 
(ii) The accounts receivable of X Co. Ltd. includes $15,450 receivable 
from R Co. Ltd., which is included in the accounts payable of R Co. 
Ltd. at £5,400. 
(iii) Inventories on hand at December 31, 1955 were as follows: 
X Co. Ltd. — $228,480 
R Co. Ltd. — 239,300 

(iv) The following rates of exchange are applicable: 
December 31,1954 12 = $2.50 
December 31, 1955 12 = $3.00 
Average, 1955 1£ = $2.75 

(v) X Co. Ltd. wishes to take the exchange profits or losses on conver- 
sion of R Co. Ltd’s trial balance into current operations. 








ra) 
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A SOLUTION FOR FINAL ACCOUNTING III, QUESTION 6 


X CO. LTD., AND ITS SUBSIDIARY, R CO. LTD. 
Work SHEET FOR THE PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS 
For the Year Ended December 31, 1955. 


as at Dec. 31, 1955 


X Co. Ltd. R. Co. Ltd. Rate of RCo. Ltd. Total 
(Dollars) (Pounds) conversion (Dollars) 


DEBITS 


£ 4,160 $3.00 $ 12,480 $ 197,130 
Accounts receivable 20,700 3.00 62,100 186,750 
Inventories (Dec. 31/54) .... 28,080 2.50 70,200 294,120 
Investment in R Co. Ltd. .... - — 198,000 
Fixed assets — net 38,640 2.50 96,600 434,808 
Purchases 205,900 actual 547,500 1,515,180 
Expenses 17,640 2.75 48,510 286,335 
Depreciation 33,975 2,520 2.50 6,300 40,275 
Dividends paid 24,000 12,000 actual (2.76) 29,808 
bal. (2.76) 3,312 57,120 


$2,332,908 £329,640 876,810 3,209,718 
Loss on exchange s 1,700 11,700 
888,510 $3,221,418 


CREDITS 


actual 15,450 
Accounts payable 47,520 8,520 bal. (3.00) 9,360 72,330 
Capital stock 600,000 60,000 2.50 150,000 750,000 
Earned surplus (Dec. 31/54). . 202,080 17,520 2.50 43,800 245,880 
Sales 1,453,500 243,600 2.75 669,900 2,123,400 
Dividends received 29,808 _ _ - 29,808 


$2,332,908 £329,640 $888,510 $3,221,418 





Inventories, Dec. 31, 1955: 
X Co. Ltd. 
R Co. Ltd. — £389,300 @ $3.00 = $117,900 
Less intercompany profit 


Minority interes 
profit of R C 
10% of $115 

Consolidated p 


Minority interest in 
Consolidated earned 





j ts 
eo Profit and loss Earned surplus Balance Sheet 


> ; Expenses Revenue Debit / Credit 7 Assets Liabilities 





$197,130 
) (15,450) 171,300 
294,120 
) (174,420) 23,580 (G.W.) 
434,808 
) (547,500) 967,680 
286,335 
40,275 


4,380 - M 
202,080 


1,575,900 


1,600,110 


11,529 11,529 -M 
287,061 287,061 


1,898,700 1,898,700 


in surplus R Co. Ltd. Dec. 31/55 12,597 - M 
465,141 


505,050 1,149,618 1,149,618 
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Required: 

Complete the work sheet for the consolidated financial statements as at 
December 31, 1955. (Ignore United Kingdom and Canadian taxes on in- 
come). 

Note: Sudent’s work sheet may be submitted on the attached columnar sheet. 


Editor's note: The “attached columnar sheet” to which the problem refers was a sheet 
of fourteen column accounting paper on which candidates were to submit the work sheet 
required by the problem and which contained the following trial balances as of Decem- 
ber 31, 1955, printed on its left hand columns: 
X Co. Ltd. R Co. Ltd. 
(Dollars) (Pounds) 





DEBITS 
Ra cS ssi ina SMa s eRe Waele $ 184,650 & 4,160 
Pi RTS 8 ak Slide die abs wea eo sed 124,650 20,700 
Inventories — December $1, 1954 ..................... 223,920 28,080 
Investment in R Co. Ltd. at cost (£79,200) ............. 198,000 - 
green eM OE 5 ssa 6500-456 450.9456 Bde Saw eadawe ‘ 338,208 88,640 
i a Stee, tinge: was Scobsrapath outed tin 967,680 205,900 
IRE S? NeOR roe Rn ln oda Wk hk deat, alae dee 237,825 17,640 
Depreciation ........... Era Sh Aree nee eee ee 33,975 2,520 
Dividends paid ............ Sa Ay. chin ase reer ptnas Cae RAG 24,000 12,000 

$2,332,908 £329,640 

CREDITS 
Accounts payable Bs geek Se fenar ele A Mee SA ae eae ates waa $ 47,520 & 8,520 
NOt) Riorads AGE om od Oe pee caeasa, sienna eae ak eceroreier 600,000 60,000 
Earned surplus — December 3, 1954 aa Sven Aaa wea 202,080 17,520 
Ne i i eet oe eens, NS Rh 6 tee abhi eg Scala afl 1,453,500 243,600 
Dividends received — R Co. Ltd. ........................ 29,808 - 


$2,332,908 £329,640 





(For solution to Final Accounting III, Question 6, see page 481) 


Editor’s discussion of solution 

The conversion of the dividends paid by the subsidiary company might, alternatively, 
have been calculated as follows: 

Reciprocal value shown by books of X Co. Ltd. 


eee RON EIU Sa Glen hs does cco baae Ke oe een . $29,808 
Minority interest share of dividends paid: 
10% of £12,000 = $1,200 converted at $2.75 ....... 3,300 


$33,108 

















Alberta 
Harvey W. Bliss, C.A. has been appointed 
a director of Kroy Oils Ltd., Calgary. 


British Columbia 

Rickard, Crawford & Co., Chartered Ac- 
countants, Vancouver, announce the admis- 
sion to partnership of W. Kenneth Waldron, 
C.A. 

David E. Fenton, C.A. has been ap- 
pointed vice-president and comptroller of 
Imperial Investment Corporation Ltd., Van- 
couver. 

G. B. Phillips, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 142 Second Ave. W., Prince Ru- 
pert. 

Carter, Reid, Walden & Rae, Chartered 
Accouriants, announce the acquisition of 
the accounting practice of the late C. R. 
Eyre and the opening of their office at 477 
Cumberland Rd., Courtenay. 

Frederick Graham & Co., Chartered Ac- 
countants, announce the removal of their 
office to 1815 West 7th Ave., Vancouver. 

Rudd & Goold, Chartered Accountants, 
Vancouver, announce the admission to part- 
nership of Gordon D. Elliott, C.A. 


Manitoba 

A. Havelock, C.A. has been appointed 
vice-president and general manager of 
North Star Oil Ltd., Winnipeg. 


New Brunswick 

R. V. Ouellette, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession in Edmundston. 


Ontario 
England, Leonard, Macpherson & Co., 
Chartered Accountants, Kingston, and Mill- 
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man & Buckingham, Chartered Account- 
ants, Kingston, have amalgamated their 
practices. Both firm names will continue to 
be used in the combined practice. 

Albert Soren, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 153 St. Clair Ave. W., Toronto. 

Millard, Rouse and Rosebrugh, Chartered 
Accountants, announce the removal of their 
Simcoe office to 65 Kent St. S., Simcoe. 

H. G. Tait, C.A. has been appointed 
comptroller of Molson’s Brewery (Ontario) 
Ltd., Toronto. 

Harry S. Wilson, C.A. has been appoint- 
ed assistant controller, finance staff, cen- 
tral office for Ford of Canada. 


Quebec 

J. Harvey Sullivan, C.A. has been ap- 
pointed assistant treasurer of Cafo Ltd., and 
Cafo Acceptance Ltd., Dominion-wide Fire 
and Casualty Insurance Premium Budget 
Organizations. 

Dainow, Alper & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 3448 Peel St., Montreal. 

Gilbert Mogil, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Ste. 824, Professional Centre 
Bldg., 5757 Decelles Ave., Montreal. 

Charles McLaughlin, C.A. has been ap- 
pointed lecturer in taxation at McGill Uni- 
versity for the 1957-58 academic year. He 
is also lecturer in taxation at Sir George 
Williams College and the University of 
Montreal. Mr. McLaughlin is taxation 
supervisor at Canadian Industries Limited, 
Montreal. 


Saskatchewan 

J. Robert Neal, C.A. has been appointed 
assistant divisional controller of the parts 
and accessories division of Ford of Canada. 
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B.C. INSTITUTE 


Law Examinations: Miss Ada Marjory Burn- 
still, of Kelowna, and Bock W. Yip, of 
Vancouver, took respectively top honours in 
the B.C. Institute’s 1957 final and interme- 
diate law examinations. Mr. Yip, a former 
scholarship winner in the Department of 
Education examinations was awarded last 
year the B.C. Electric prize for highest 
marks in the Institute’s primary English ex- 
amination. 

Of 81 candidates writing the final law 
examinations, 67 passed and 14 failed. The 
same pass rate obtained in the intermedi- 
ate law examinations, with 83 passes and 17 
failures. 


B.Com. Plan: In 1954, the University of 
British Columbia and the Institute of 
Chartered Accountants of British Columbia 
established a combined B.Com.-C.A. course 
which enabled students to pursue simul- 
taneously the U.B.C. course and the Insti- 
tute course in articles. This fall a further 
step was taken in the liaison between the 
two bodies when the U.B.C. Senate ap- 
proved a plan to grant any Institute mem- 
ber with requisite entrance standing up to 
one year’s credit in the course work lead- 
ing to the degree of B.Com., in recognition 
of the training already received in the B.C. 
Institute courses. Enquiries about this plan 
should be made to the U.B.C. Faculty of 
Commerce and Business Administration. 


Fall Dance and Technical Sessions: The 
B.C. Institute fall dance and technical ses- 
sions will be held this year at the Hotel 
Vancouver on Friday, November 29, 1957. 


1958 Annual General Meeting: Fifty-two 
annual general meetings of the Institute 
have been held in Vancouver. In 1958 the 
Institute will hold its 58rd annual general 
meeting at the Hotel Empress, Victoria, 
B.C. on June 12 and 13. 
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INSTITUTE. NOTES 





ONTARIO INSTITUTE 


Two scholarships, valued at $1,000 each, 
have been awarded by the Ontario Insti- 
tute to Toronto students Barry S. Sutton 
and Lili N. Chernick. Begun this year, 
the matriculation scholarships are intended 
to help students enter Commerce and Busi- 
ness Administration courses at Ontario uni- 
versities. Barry Sutton led Grade XIII stu- 
dents at Bathurst Heights Collegiate, Toron- 
to, with 11 firsts and 2 seconds. Miss Cher- 
nick graduated from Oakwood Collegiate, 
Toronto, with 9 firsts. 


MARITIME MEETING 
A regional meeting of chartered account- 
ants in the Atlantic Provinces will be held 
on November 28 and 29 in Halifax. It will 
be attended by Mr. J. A. de Lalanne, 
C.1.C.A. president. 


NEW C.A. ASSOCIATION 


Forty-three chartered accountants from 
Kitchener, Waterloo, Galt, Preston and 
Guelph attended a golf tournament and 
dinner at the Doon Valley Golf and Country 
Club on Wednesday, September 25. Prizes 
were won by R. H. Fickes, R. Dahmer, P. 
H. Uffelmann and A. B. Shepard. 

After dinner, plans were laid for the for- 
mation of an association of members in 
the district. Appointed to the original 
executive were D. Bruce Davis, Kitchener, 
president; C. H. Spry, Kitchener, vice- 
president; J. I. Battler, Preston, J. Flavelle, 
Galt and D. J. Matthews, Guelph, local rep- 
resentatives. 


EDMONTON C.A. CLUB 
The annual golf tournament of the Ed- 
monton C.A. Club was held at the Edmon- 
ton Country Club on September 26. Prize- 
winners were Herb Hartley (low gross), 
Roy Leard, (low net), and Glenn Treacy, 
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Bruce Collins, Jerry Bright and Dave Mc- 
Elroy. Renny Englebert, editor of The 
Canadian Chartered Accountant, was a 
guest at the dinner following the tourna- 
ment. 


HAMILTON STUDENTS ASSOCIATION 

Remember that the annual fall dance of 
the Hamilton and District C.A. Students 
Association is set for Friday, November 8 
in the Ebony Room of Roberts Restaurant, 
King St. E., Hamilton. Dancing from 8.30 
p.m. to 1 a.m. 


OTTAWA C.A. STUDENTS 

Brian Mulvihill was elected president of 
the student branch of the Ottawa C.A. Club 
at the recent annual meeting. Other officers 
elected were: vice-president, Douglas Ard- 
ley; secretary, Jack Raymond; treasurer, 
Robert Heasman; executive, Leo Fox, Ron 
Raganold and Joseph Bones; sports con- 
venor, Garry Armstrong. 


QUEBEC INSTITUTE 
Student Recruitment Program: The Quebec 
Institute Recruitment Program moved into 
high gear on Thursday, September 26 with 
a reception for Montreal district high school 
principals. During a strictly informal func- 
tion the president, G. P. Keeping, briefly 
outlined the attractions of the profession 
and details of the season’s program. There 
followed a brisk question period. 

On October 17 a reception was held for 
the student counsellors in the various high 
schools. Details of the program were dealt 
with more fully, and each counsellor was 
given a kit containing samples of printed 
matter. A panel of speakers who will ad- 
dress final year classes during the year at- 
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tended this reception, made the acquaint- 
ance of the counsellors and heard their 
questions and suggestions. 

Student counsellors were informed of an 
open house for final year students, sched- 
uled for November 6. They were given 
tickets for distribution to students and post- 
ers advertising the function for their school 
bulletin boards. The open house will in- 
clude showing of the film “Accountancy — 
The Language Of Business” as well as 10- 
minute talks on the fundamentals of career 
selection by three guest speakers. 

Printed material in the program includes 
a new leaflet for mass distribution entitled 
“12 Reasons Why Every Young Man Who 
Cares About a Career Should Examine the 
Advantages of Becoming a Chartered Ac- 
countant”, and two illustrated 9” x 12” 
posters for school bulletin boards. 


Golf Tournament: The annual golf tourna- 
ment of the Institute was held on Septem- 
ber 25 at Islesmere Golf and Country Club. 
Teams and individuals competed for many 
trophies and prizes under ideal] playing con- 
ditions. The McDonald Cup was won by 
the team representing McDonald, Currie & 
Company, made up of B. M. Adair, H. A. 
Jones, A. D. Lloyd, and D. W. Butcher. 
Ian Ballantyne won the Hutchison Cup for 
low gross and M. L. Bertrand was awarded 
the Valiquette Cup for low net. 


2 oO oO * 


The Institute of Chartered Accountants 
of Quebec announces that, at a recent meet- 
ing of the Institute’s Council attended by 
more than 75% of its members, Claude B. 
Chaussé was by a unanimous vote of those 
present expelled from membership in the 
Institute for conduct derogatory to the hon- 
our of the Institute. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 


F 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 


WANTED: Young French chartered ac- 
countant with small practice as associate 
and eventual partnership with medium- 
size Montreal English C.A. firm. Box 707. 


WANTED: The Corporation of the City 
of Hamilton requires a young Chartered 
Accountant to act as Assistant to the Treas- 
urer and Commissioner of Finance. This 
position offers an exceptional opportunity 
for experience and the use of initiative in 
the municipal field of accounting, pro- 
cedures, modern mechanical and tabulating 
equipment and other related areas. Pen- 
sion, vacation, sick leave allowance, hos- 
pital and medical insurance available. Sal- 
ary range up to $7550 depending upon 
experience. Reply in confidence stating 
age, education and experience to 
Director of Personnel 
City Hall 
Hamilton 


WANTED: Junior and intermediate stu- 
dents. Write giving previous experience, 
training, etc., stating salary required. 
Samuel S. Speigel and Company, 289 Cedar 
Street, Sudbury, Ont. 


PRACTICE WANTED: Toronto firm of 
chartered accountants with connections in 
Western Ontario wishes to acquire practice 
in the London-Windsor area. Box 705. 


CANADIAN CHARTERED ACCOUNT- 
ANTS practising in Bermuda require ex- 
perienced chartered accountant to manage 
new branch office in West Indies. Age 30- 
40 years, preferably single. Salary and in- 
centive annual percentage. Initial housing 
provided. Possibility for partnership. All 
replies will be treated confidentially. Ap- 
ply to Box 708. 








ACCOUNTING PRACTICE WANTED in 
Montreal by purchase or succession agree- 
ment. Box 706. 


WANTED: by C.A. equivalent (wrote 
finals October 1957) Toronto area, posi- 
tion with small practising firm re future 
partnership, purchase, or succession. Or 
per diem work ($21 per day). Box 709. 


PRACTICE WANTED: French speaking 
C.A. seeks opportunity to purchase partner- 
ship interest with a view to succession and 
assume responsibility for part of practice in 
Montreal. Box 710. 


ASSISTANT BUSINESS ADMINISTRA- 
TOR for rapidly growing college in well- 
established Ontario university; leading to 
future promotion; knowledge of account- 
ing and general office procedures required; 
salary according to experience. Apply to 
Box 711. 








WANTED: Toronto to Niagara to purchase 
small accounting practices, group of ac- 
counts and/or individual accounts of any 
type. Box 715. 


ACCOUNTING PRACTICE WANTED: A 
small or medium sized practice desired in 
Ontario through direct purchase or asso- 
ciation with practitioner contemplating re- 
tirement. All replies considered. Box 712. 


POSITION WANTED: Young accountant, 
articles completed, desires work with a 
C.A. firm in the Toronto area. Box 713. 


PRACTICE WANTED: Established Van- 
couver firm of chartered accountants de- 
sires to expand. Will purchase active prac- 
tice, individual accounts, or merge with 
principals who will retain a supervisory in- 
terest. Replies strictly confidential. Box 
714, 
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BARRISTERS AND SOLICITORS 





















MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, PITBLADO, 
McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 
Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building a: a an oe ee Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 
25 King Street West - - - - + Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 
1245 Bloor Street West - - - - Toronto 4, Ont. 
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McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


302 Bay Street - - - - -  - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 
67 Yonge Street - - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 
Kent Building, 10 St. James Street West - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 
Barristers and Solicitors 
Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street - - -  -  - Montreal 1, Que. 
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STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 
1855 Rose Street - - Regina, Sask. 


LIFE INSURANCE 


NORMAN COWAN C.L.U. 


Estate Planning Taxation Specialist Pension Consultant 
Business and Personal Life Insurance 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 


MORT. L. LEVY, C.L.U. 
5 Life Insurance Counsellor 


THE IMPERIAL LIFE ASSURANCE COMPANY OF CANADA, 320 Bay Street, Toronto 


CHANGE OF ADDRESS 


If you move you should advise your provincial Institute. If you want to 
receive prompt, uninterrupted service in the delivery of The Canadian Chartered 
Accountant, you can help by advising us also of your change of address. Your 
cooperation will be most helpful and greatly appreciated. 
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Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department ‘to assist you in 
your Investment Program. 


Burns Bros. & Denton 


Members: The Investment Dealers’ Association of Canada 
TORONTO « OTTAWA « WAMILTON ¢ WINNIPEG ¢ MONTREAL 


Spectalizing in 


Professional 
Group 
Continental | Accident and 
Casualty | Sickness 
Company | INSURANCE 


Canadian General Manager 58 Years of successful underwriting 
Ross D. HErns Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 





To the prac- 


tising accountant 
who must have 
up-to-date 


authoritative tax information at his and opt 
fingertips, CCH Canadian time-saving dap sone sara 
loose-leaf Reports are indispensable. NEWSPAPER DELIVERY TeReste, ont 
Continuous reporting — indexed in é 

detail and ready for insertion in easy- 


to-use binders. 


Write or telephone, and we shall be 
pleased to arrange for you to receive 
a demonstration of the practical 
applications of our loose-leaf 

Reporters. 


CH CANADIAN, LIMITED 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 411 Transportation Bldg. 
TORONTO 10, ONT. MONTREAL I, QUE. 








